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HOW MUCH TIN 
DOES A TIN CAN HAVE? 


@ Actually, what most people call tin 
cans are over 98 per cent steel and less 
than 2 per cent tin. 


Before the war, almost all tin plate 
used in cans was made by the “hot dip” 
method in which a sheet of steel was 


coated by dipping it into molten tin. 
For a number of years, United States 


Steel had experimented on a method of 
plating steel with tin electrically — in 
which a strip of steel passes continu- 
ously and rapidly through a tin solution 
at a rate of hundreds of feet a minute. 
This new method, pioneered by United 
States Steel, is called the electrolytic 
process and uses 60 per cent less tin than 
the old method—gives a more even coat- 
ing and in other ways makes an im- 
proved product for many purposes. 

So next time you open a tin can, re- 
member this— 

We Americans are usigg cans at a 
rate of around 16 billion a year. Thanks 
to scientific research and industry, such 
as that being carried out in plants of the 
United States Steel Corporation, our 
modern tin-coated steel cans provide us 
with a constant supply of delicious foods 
—ready to be served at a moment’s 





notice. 


UNITED STATES STEEL CORPORATION SUBSIDIARIES 
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American President Lines, t 
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311 California St., 1 
San Francisco 4, Calif. 
Please send me your folder on luxury cruises 
to the Orient and ‘Round-the-World. \ 
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HERE'S A TIP that will pay you big 
dividends in complete rest, comfort 
and fun: Take a 39-day vacation 
cruise to the Orient on the new 


S$. $. PRESIDENT CLEVELAND 
sailing from San Francisco, Sept. 9; 
from Los Angeles, Sept. 11 
S$. S$. PRESIDENT WILSON 


sailing from San Francisco, Oct. 7; 
from Los Angeles, Oct. 9 


America’s finest postwar luxury liners 
Leaders of the GLOBAL FLEET 


Ports of call: HONOLULU, MANILA 
HONG KONG, SHANGHAI, YOKOHAMA 


Life at sea is a wonderful world of its 
own, especially aboard these mag- 
nificent passenger liners. You'll have 
a beautiful air-conditioned state- 
room, delicious food and superb 
service; you'll enjoy dancing, cock- 
tail parties, deck sports, swimming. 


MONTHLY SAILINGS 


See your bonded travel agent 
Round trip fares, $1260 up 





Or—if you have more time—plana 
100-day ‘round-the-world voyage on 
the luxurious President Polk or Presi- 
dent Monroe. Fares, $2470 up. 


AMERICAN 
PRESIDENT 
LINES 
Yous (Lmerican Hotel Unoad 


SEND FOR FREE FOLDER 
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Including Domestic and Foreign Branches But Not Including The Affiliated City Bank Farmers Trust Company 








ae ASSETS 

Cash, Gold and Due from Banks ........ $1,461,486,097 
United States Government anmes rei 

or Fully Guaranteed). . : 1,788,510,291 
Obligations of Other Ruder Suiuesies Pee ame isis 20,026,721 
State and Municipal Securities.............. 245,222,036 
Other Securities. ee ba 82,591,319 
Igoans end Discounts ..... 2.6. beck ce cece ee 1,308,134,577 
Real Estate Loans and Securities... . 2,682,977 
Customers’ Liability for Acceptances. . 37,020,477 
Stock in Federal Reserve Bank. 7,200,000 


Ownership of International | Banking Corpora- 
tion. a eee ; . 7,000,000 


Bank Siiadhens.. Roe 28,128,039 
Items in Transit with reindten. 6,115,385 
ina MN «sick ou cc chs’ ad's 1,561,915 
CE a Er ee iia 
LIABILITIES 
Deposits. . ... $4,645,527,278 
(Includes U.S. War Loan Deposit $37, 481 988) 
Liability on Acceptances and Bills. . $50,217,295 
Less: Own Acceptances in Port- 
POND. 660.62 d asl corse es cs sc 1 OM245319 39,792,976 
Reserves for: 
Unearned Discount and Other Unearned 
Income. : ; 5,370,967 
Interest, Taxes, Other Accrued Expenses, ete. 25,971,263 
SOMBIE nS o Sede sins Mate Ae Gard 4,650,000 
Capital. . .. .$ 77,500,000 
Surplus. . ; 162,500,000 
Undivided Profits. . 34,367,350 274,367,350 
PEDO fo nite seis as «Sow tA eee $4,995,679,894 











Figures of Foreign Branches are as of June 25, 1948. 


$302,660,341 of United States Government Obligations and $2,272,208 of 
other assets are deposited to secure $228,380,560 of Public and Trust Deposits 
and for other purposes required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 
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The Trend of Events 


BASING POINT ABANDONMENT... A new steel pric- 
ing system which may greatly upset the price scale 
for all heavy industry and conceivably could force 
relocation of some of the nation’s manufacturing cen- 
ters was announced last week by U. S. Steel Corpora- 
tion, quickly followed by Bethlehem Steel and Wheel 
ing Steel Corp. and likely to spread through the entire 
industry before long. 

Abandoning a pricing method in general use for 
over fifty years in the steel industry, the corporation 
stated that henceforth it is selling steel on an f.o.b. 
mill basis instead of the long established basing point 
system, under which steel companies (and others) 
have absorbed some of the freight delivery costs in 
order to meet competition when selling to customers 
far removed from steel producing centers. 


The step, forced by a Supreme Court decision out- 
lawing the basing point system in the cement indus- 
try, came as a distinct surprise. No one expected “Big 
Steel” to give in as quickly, or without a fight. Re- 
percussions will be far-reaching. It will mean higher 
steel prices for distant consumers and lower prices 
only for those located fairly close to steel mills. All of 
which protends radical changes in relationships, both 
competitive and as to supply, for numerous steel 
consuming industries. Sweeping changes in market- 
ing and pricing methods by steel consumers are doubt- 
less in the offing. 


Current high demand for steel is likely to soften 
the immediate impact of the profound economic 
changes that will be wrought by adoption of the new 
system. With steel mills fully booked, it will be diffi- 
cult for steel consumers to buy from sources other 


than their normal suppliers. Thus while price impacts 
may be severe, no quick change is expected in the pat- 
tern of distribution. Long term effects, however, may 
include further decentralization of the steel industry 
as well as relocation of manufacturing plants to steel 
making areas; creation of local monopolies by steel 
mills dominating individual market areas; and more 
likely than not, intensification of the “prince and 
pauper” characteristics of the steel industry. Both 
for steel makers and steel consumers, large plant in- 
vestment may be placed in jeopardy. 


One of the effects of this latest move will be to 
place the entire pricing question squarely at the door- 
step of Congress. It is widely anticipated that there 
will be a concerted drive in the next Congress to se- 
cure legislation which will permit return to the bas- 
ing point system, at least on a modified scale. Pressure 
to legalize freight absorption as heretofore practiced 
is likely to be tremendous. Quite possibly steel offi- 
cials felt that since they cannot win their pricing 
case in the courts, they might better use this means 
to take it to the people. By strictly following the court 
order, the immediate effect will be confusion and dis- 
location, and out of this will come urgent demands for 
congressional action. 


Basically, the conflict between Government and in- 
dustry over pricing systems is a divergence of views 
regarding industrial operations. Congress undoubt- 
edly will be urged to alter anti-trust laws as inter- 
preted by the Federal Trade Commission and the 
courts, if such interpretation creates trends not orig- 
inally intended or apt to upset economic stability. 
In the past, Congress has consistently rejected any 
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drastic tinkering with proven business practices. 
Though repeatedly pressed to outlaw all basing point 
systems, it has so far refused to do so. Since sound 
anti-trust laws are highly important to our economic 
health, it may once more have to undertake a search- 
ing analysis of the problems involved. 

Should an unbiased study show that basing point 
systems actually curtail competition and result in 
price discrimination, as the FTC claims, and that they 
hinder the industrial development of the country, the 
temporary dislocations caused by their abandonment, 
while painful to those concerned, may not be too high 
a price to pay. If the charge proves groundless, how- 
ever, Congress should and will no doubt find a way 
to invalidate the decisions that are now forcing aban- 
donment of pricing systems which generally proved 
satisfactory in the past. 


SURPLUS AND TAXES .. . The Federal Government 
entered the new fiscal year with a public debt of $252 
billion odd, cut to that figure by virtue of the record- 
breaking surplus of $8.4 billion for the year ended 
June 30, 1948. Achievement of this surplus may in 
itself be cause for satisfaction, all the more as the un- 
precedented revenue (largely from taxes) which made 
this surplus possible, provides what at present ap- 
pears at least modest assurance that Congress will 
not be forced to raise taxes in 1949, despite the new 
and heavy expenditures accruing in the new fiscal 
year. Neither, however, is another general tax cut 
likely. The very size of Federal expenditures makes 
this impossible, though broad administrative changes 
in tax laws are being planned for next year. 

The record receipts for fiscal 1948 are already lead- 
ing officials to count on a minimum of $41 billion 
Government revenues for fiscal 1949, even after the 
1948 tax cuts are taken into account. The outgo, on 
basis of present estimates, is placed around $39 bil- 
lion. Actual spending will probably reach $42 billion 
but of this, $3 billion must be subtracted for the ERP 
set-aside to be paid out of the 1948 surplus. On basis 
of these preliminary calculations, a fairly encourag- 
ing surplus of some $1.9 billion is thus anticipated 
for fiscal 1949, but it may be more prudent not to bet 
on it. At such an early stage, fiscal calculations have 
a way of confounding the estimator, and much can 
happen in the next twelve months to upset them. Still 
the immediate picture indicates no return to deficit 
financing; however, one would feel more certain on 
this point if Congress would manage to force sizeable 
economies that would further brighten the outlook. 

What, specifically, happened to the $8.4 billion sur- 
plus, the reader may ask? It is cut to $5.4 billion by 
the required charge against it of $3 billion of next 
year’s ERP costs. Most of the remainder has been 
used for debt retirement. Taxpayers are still faced 
with a whopping public debt, despite net retirements 
of $5.9 billion during the year. And slowly rising in- 
terest rates are increasing the carrying charges. In- 
terest payments during fiscal 1948 amounted to $5.2 
billion, a rise of $253 million compared with 1947. 

Altogether, considering circumstances, the picture 
is not too bad. nor is it too good. A few months ago. 
Congress voted to limit Government spending in fiscal 
1949 to $37.2 villion. This legislative budget goal is 
already lost, it appears, mainly by virtue of increased 


military expenditures. Actually the Government now 
is expected to spend about $5 billion more than that. 
All the greater the need for economy, even in the face 
of pressure and propaganda. It is a vital issue that, 
one hopes, receives the attention it deserves during 
the election campaign. 

The real danger is not so much how the 1949 bud- 
get turns out. It lies in the trend towards constantly 
adding new expense items, and subtracting nothing. 
If this continues, it sooner or later will raise the fun- 
damental question whether we can survive the resul- 
tant tax load, or whether we must pay for our ex- 
travagance by permanent.loss of our much vaunted 
standard of living, already seriously threatened by 
taxes and inflation. 


CRADLE TO GRAVE...On July 5, Great Britain 
launched the most elaborate experiment in promoting 
welfare by government that has been seen outside of 
a completely socialized state. It is called the National 
Insurance Scheme, a $3 billion social security pro- 
gram promising everybody everything in the form of 
protection that extends literally from the cradle to 
the grave. It provides against virtually every con- 
tingency .of life, from child birth to ill health, indus- 
trial accidents, disablement, unemployment. retire- 
ment and funerals. Beneficiaries range from humble 
workers to lords; the coverage is all-inclusive. 

At least a year will be needed before the operation 
of the scheme will be functioning with any degree of 
smoothness. Yet the world, including this country, 
which has been increasingly preoccupied with prob- 
lems of social security and medical care, will watch 
the experiment with interest, if some skepticism re- 
garding its soundness. By its very nature, so huge 
and ambitious an excursion into the field of social wel- 
fare is bound to provide ample material for study and 
criticism. 

One of the important aspects is of course the finan- 
cial burden it imposes at a time when Britain is hard- 
Iv in a position to assume it. The costs of the health 
features of the plan alone, for the first nine months, 
are tentatively estimated at about $720 million. The 
rest of the program, it is estimated, will cost about 
$2.4 billion during the first year. About half of the 
money will come from taxes. Later it is expected that 
this proportion may decrease to about one-third, with 
the rest coming from contributions by industry and 
individuals. But the tax burden in any case will be 
very heavy. Employers will be hit hard by the new 
scale of contributions which for example, for an em- 
ployer of 300 persons will mean an additonal contribu- 
tion of about $4,000 a year, on top of the already 
existing scale. 

Another test will be found in the actual standard 
of medical service provided, and the effect upon health 
conditions of the people generally. After all, legisla- 
tion can only supply the money, it can do little to 
insure, on such a sweeping vasis, really adequate and 
competent medical service. In this respect, the re- 
ported recalcitrance of many doctors and dentists in 
Britain is not the happiest augury. Thus apart from 
financial aspects, imponderables may impose severe 
tests, as does of course the effect of the new burden 
upon a strained economy and a people which are fac- 
ing a continued struggle. 
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As 9 See Jt! 


WHEN IS A REVOLT 


—When it is a policy! 

For a long time past, there have been rumors 
of conflict among the Russian leaders, with Molotov 
heading the irreconcilables. But these differences 
centered around the manner in which a great Russian 
empire should be built. 

The revolt of Tito, therefore—and his subsequent 
attack on Molotov’s 
Cominform at the 
same time that he pro- 
tested his allegiance to 
Communism and the 
Soviet Union — leads 
one to believe that we 
are witnessing a show- 
down of the _ policy- 
makers in the Kremlin, 
i. e., Whether the va- 
rious countries are to 
be annexed and _ in- 
corporated into the 
U.S. 8S. R., or whether 
the individual coun- 
tries will be permitted 
to stand as separate 
units bound by politi- 
cal and economic ties 
to the Soviet Union. 

That, I believe, is 
the basis for the re- 
volt of Marshall Tito 
—the strong man of 
the Balkans. It would 
be illogical to assume 
that this was a revolt 
engineered by Russia 





‘‘WHAT’S BEHIND IT?’’ 





By CHARLES BENEDICT 


NOT A REVOLT? — 


It was interesting too that Russia did not apply 
economic sanctions to Jugoslavia, relying on. the 
violence of words for her attacks on Tito, so that 
we can assume that Tito has powerful friends in 
the Kremlin with whom he is working,—men who 
believe that a supreme Russia can better be built 
by an affiliation of strong individual states rather 
than by forcing Rus- 
sian stooges on the 
captive countries 
against the will of the 
people. 

With the situation 
coming at this time, 
however, it would 
seem that Russia finds 
a war against the 
Western powers now 
to be dangerous be- 
cause of the certainty 
of sabotage behind the 
lines in every country 
she has forced into her 
orbit. If this be true, 
it would mean that a 
firm stand by the 
Western powers in 
Berlin would force 
Russia to back down 
from her stand there. 
But she wants a face- 
saving device, and as 
the party line is clam- 
oring for a four-min- 
ister general confer- 
ence on all of Ger- 








to carry out her ne- 
farious plans as far as 
Europe is concerned. 
To do so would be to assume that Tito was tired of 
life—which seems highly unrealistic in view of his 
lusty appetites—or that this cynical and ambitious 
dictator would be willing to forfeit his life for Com- 
munism. For it is certain that Stalin would be 
obliged to liquidate him in either event. 

The repercussions produced elsewhere by the epi- 
sode in Jugoslavia follow a very interesting pattern. 
The Finnish election brought a decline in Commun- 
ist influence; poor little weak Albania bristling with 
apprehension, sided against Tito; Bulgaria moved 
in both directions; the Czechs staged an anti- 
communist demonstration; France took a firmer 
stand against Russia; Mr. Bevin of Britain used 
strong words about Russia’s brutal policy; and the 
United States took a more determined stand against 
the attempts of Russia to force us out of Berlin. 
JULY 
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many, that must be 
what she is seeking. 
To grant it, however, 
without assurance that she will withdraw her de- 
mands for a part in the Ruhr, would be folly. 

We cannot afford to give Russia another diplo- 
matic or propaganda victory but must work instead 
to administer a set-back to the irreconcilables. May- 
be then there will be a possibility of solving the 
unrealistic impasse between the United States and 
Russia. 

In the meantime, however, we should nourish and 
foster the revolt in the hope that it will result in 
the liberation of Europe and put an end to the 
insecurity that is affecting our everyday life and 
our plans for the future. The struggle between East 
and West cannot be allowed to drag on indefinitely. 
The Kremlin is clearly faced with a crucial decision. 
It is up to us to press to the utmost whatever advan- 
tage may accrue to us from the Tito feud. 
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The Next Market Move 


It is questionable whether current market improvement, under speculative leadership 
of rails and steels, can blossom into a broad summer advance. There are a number of 
important uncertainties either at hand or on the horizon. A conservative investment 
policy remains justified. We recommend no general buying at the present time. 


By A. T. 


HA | rom a technical point of view, the feature of 
the market during the last fortnight has been the 
renewed strength in railroad stocks. It took the Dow 
rail average, which had lagged for some weeks in 
May-June, to a new high for the year by a small, but 
nevertheless clear-cut, margin. This average is now 
only about 5% under its 1946 bull-market high, com- 
pared with roughly 10% for the industrials. How- 
ever, it should be remembered that on an historical 
basis, the 1946 high was a relatively low one for rails, 
but second only to the towering peak of 1929 for the 
industrial list. 

The industrial average gained a little ground dur- 
ing the two-week period under review, but up to this 
writing it remains under its recovery high of mid- 
June. The utility average has been nearly motionless 
for several weeks. The recent volume of transactions 
has been under the average of both May and June. 
This fact, whether or not it is due to the vacation 


MILLER 


season, detracts somewhat from any constructive 
implications that might be read into the moderate 
improvement in prices. Steels and rails — tradition- 
ally the most speculative of the major stock groups— 
currently hold the market spotlight. 
The margin of support shown by the chart on this 
page has been narrowing for some weeks. This could 
quickly change for better or worse. However, since 
a buy signal was given early in April, with the market 
much under the present level, the chances are that 
the next decisive change in this Indicator will be 
adverse. We venture that opinion because it seems 
open to serious question that the market can be in a 
really sustained bull trend. It appears more readily 
conceivable that it will eventually be recorded as a 
minor bull market, roughly comparable to the two of 
1938 and 1939. Minor bull markets are “choppy” and 
emotional. It only remains to be added that the 
weekly indexes of The Magazine of Wall Street, 
charted on the opposite page, continue 
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to have a rather sluggish look. 
The News Factors At Work 


10 Let us turn now to the news develop- 
300 ments affecting the market recently and 
currently. One was settlement of the 
wage dispute with the three railroad 
operating brotherhoods whose _ bull- 
270 headedness had brought technical Fed- 
260 eral seizure of the railroads some Weeks 
ago to forestall a strike. This was fol- 
lowed by the ICC decision granting 
=e sharp passenger fare increases, on in- 
230 terstate business, to the Eastern roads. 
220 These two items touched off the re- 

- newed speculative buying of rail stocks. 

The rail wage settlement, retroactive 


fe wee to last November, merely closes the 
sh 9 SUPPLY OF STOCKS se second round issues. Third-round wage 
180 (AS INDICATED BY TRANSACTIONS 180 demands are still ahead for the carriers, 
170 AT DECLINING PRICES) 170 and will not be long-delayed. The final 
ee - ICC decision on pending requests for 
me freight rate increases is expected in a 
iets matter of weeks, and might be the last 
140 140 bit of “good news” for the rails in quite 
130 OF WALL 30 a time. With break-even points very 
120 ar via seer Mae WE Be Wel” BA Wak a” WC, high, any degree of recession in traffic 


could cut earnings sharply. In short, 
the now favorable speculative atmos- 
phere for rails could readily change 
within no great time. 
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The emergence of steel 


TREND INDICATORS 





stocks as leaders of the in- YEARLY RANGE 
dustrial section came on the ail 1939 - M1 

heels of announcement by 100 MiGH 100 Lchw| Mw S. | 
U.S. Steel (quickly followed stocks | $To 








by other companies) that it 
will terminate the tradi- 
tional basing-point price 
system in the near future, 
in view of the Supreme 
Court decision outlawing a 








similar price system in the 
case of cement. Actually, 
there are*points of differ- 
ence. Certainly in the tim- 
ing of its move “Big Steel 

acted from choice, not ne- 























cessity. Two things will 
happen. (1) Many buyers 
will find steel more costly, 
and their clamor may in- 
fluence the next Congress to 
permit restoration of the 
old price system by specific 
authorization of law, taking 
the thing out of the unpre- 
dictable hands of the Fed- 
eral Trade Commission and 
the Supreme Court. (2) 
When the new price system 
takes effect in steel there will 
be an all-around price hike 
and a wage. boost, so that 
nobody can figure out how 
much of the price increase is 
due to the end of freight 
absorption, how much to 
higher labor costs. Inciden- 
tally, steel profits will get a 
lift. The whole thing is 
clever strategy. The whole 
thing is also inflationary. 
Steel stocks could well re- 
main market leaders for the 
near future. 

The nomination of Mr. 
Truman, previously about a 10-to-1 bet, became a 
certainty late last week. This may have aided the 
market somewhat, by the reasoning that it makes the 
election of the Dewey-Warren ticket virtually a sure 
thing, whereas it would not have been so against Gen. 
Eisenhower. Some people figure a market celebration 
is in order. We are not so sure of it. Since there has 
long been relatively little doubt about a Republican 
victory, it may well be pretty much “in the market” 
at present stock prices. Moreover, there will be in- 
creasing question whether the new Administration, 
as a matter of four-year political strategy, will 
promptly adopt a vigorous anti-inflation policy 
through fiscal and credit moves. If it does, a painful 
economic adjustment is foreseeable. If it does not, the 
inflationary boom is likely to end in a major bust at 
a somewhat later time but soon enough to make Mr. 
Dewey a one-term President. Either way, there is 
plenty of food for sober market thought in the politi- 
cal situation. 

Foreign Situation Disturbing 


RANGE 
DOW-JONES INDUSTRIALS 
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We think the chances are still against a shooting 
war with Russia; but there can be no certainty about 
it as long as relations remain strained and tense. We 
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have no doubt that the uncertainty inherent in the 
situation will continue to be a retarding market in- 
fluence, especially while the Berlin crisis remains 
unresolved, although the market might appear to 
ignore it for temporary intervals. The renewed war- 
fare in Palestine also does not help matters. 


Business is not on a one-way street to ever higher 
prices and profits. In consumption goods fields the 
pipe lines are pretty well filled, and buyers’ markets 
are back or in sight. The heavy industries are still 
very strong; but the over-all outlay on new plant and 
equipment will bear watching, and so will building. 
Declines in both, within relatively few months, are 
far from inconceivable; and could tip the scales, 
regardless of ERP or the arms program of the next 
12 months. 

As noted before, the seasonal factor is more or less 
favorable to the market for the summer period, but 
there is no certainty about this influence either as to 
timing or degree; and the tendency is less reliable in 
the modern cash-based, SEC-regulated market than 
in earlier years. There is no change in the conserva- 
tive, middle-road policy enunciated here two weeks 


ago. —Monday, July 12. 
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By E. A. 


4, is now clear that the third round wage 
drive, initially thought to be much milder in im- 
pact than its predecessors, is leading to another full 
turn of the wage-price spiral, thereby blasting hopes 
of early achievement of stabilized price-wage rela- 
tionships in industry. Quite obviously, the wage 
movement has defeated the lower price movement 
so hopefully initiated earlier in the year by a hand- 
ful of far-sighted industries and corporations. The 
almost uninterrupted procession of wage boosts, 
and subsequent price increases, that we have wit- 
nessed in recent weeks leaves no doubt that the 
inflationary spiral is once more moving in high 
gear, taking on new vigor with the collapse of pre- 
vious efforts to stop it. As we are passing the 
half-way mark of the year, inflation is again on 
the ascendancy. 

Last February, when grain prices dropped sharp- 
ly, it looked as though the inflationary spiral had 
been broken. Consumer prices turned downwards 
and few would venture the prophesy of another 
inflationary whirl. Instead there was widespread 
concern about the possibility of another sharp price 
break. Those who held such fears, however, under- 
rated the determination of organized labor to make 
the most of another and what was thought perhaps 
the last chance of a break-through at the wage 
front. Obviously they overrated industry’s determin- 
ation to oppose it! 

The new inflationary trend has been clearly 
marked ever since the General Motors-United Auto 
Workers wage agreement, signaling broad exten- 
sion of third round wage boosts to major segments 
of the mass production industries which tradition- 
ally establish the wage pattern for other industries. 
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Photo by Galloway 





KRAUSS 


Prior to that, valiant efforts were made to halt the 
deadly spiral. Such pioneers as U. S. Steel sug- 
gested the alternative of decreasing consumer prices 
and holding wages where they are. President Wil- 
son of General Electric came forward with the idea 
that what was necessary was to cut manufacturing 
costs per unit, not to increase them. 

To set an example, both cut prices, a move fol- 
lowed by such concerns as Westinghouse Electric, 
and International Harvester, and earlier preceded 
by Ford Motor Company. There have been others 
but unfortunately, there was no widespread fol- 
lowing. Instead there emerged the inflationary GM 
plan of tying wage increases to the cost of living 
index and to a vague “general improvement index.” 
The fat was in the fire. Wage hikes elsewhere came 
thick and fast, in short order followed by price 
increases. By this time they have become too num- 
erous to mention. 


Extent of ‘‘Third Round’’ 


Recent agreements generally call for hourly wage 
boosts of eleven to thirteen cents, or somewhat less 
than 10% and thus smaller than the increases em- 
bodied in the 1947 pattern, but nevertheless larger 
than anticipated. The inevitable results were com- 
pensating price boosts covering almost the entire 
industrial front, ranging from cellophane to trac- 
tors, from plastic to brass mill products and almost 
every type of automobile. General Electric, pioneer 
in the lower price movement, was forced to reverse 
its price policy; together with Westinghouse it had 
to join the procession and lift first wages and then 
put prices of most products back to levels pre- 
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vailing earlier in the year. Wages of rubber workers 
were raised and are now followed by higher tire 
prices. 

The first rise in basic aluminum prices in eleven 
years was forced by a wage increase to workers in 
aluminum plants. Even in the rapidly growing 
chemical industry where strong efforts have been 
made to maintain price stability in the face of ris- 
ing costs, general price advances are reported in 
progress. In the field of consumer goods, the broad 
trend is reflected by generally higher prices in mail 
order catalogues for the fall and winter season, in 
the case of Sears Roebuck averaging 5.9% higher 
than last year. 


Coal and Steel 


In the wage settlement with the soft coal miners, 
which a large majority of the operators accepted, 
the last important. resistance to the wage drive 
has crumbled. John L. Lewis has won again. Not 
only did he obtain higher wage scales but he doubled 
the tonnage assessment on the operators for the 
union’s benefit fund. This of course will have to be 
added, at least in large part, to the price of coal. 
And more expensive fuel will spread its effect 
through manufacturing and service industries and 
contribute substantially to the rise in prices. 

Not in the least it will affect the steel industry 
on which all eyes are now focused. With its anti- 
inflation campaign an admitted failure, the stage is 
being set for a general advance in steel wages and 
prices within the next few weeks, marking comple- 
tion of the cycle of the “third round.” Naturally, 
higher coal prices mean higher steel prices, and 
also higher freight rates. Both will tend to raise 
the prices of almost every other product, affect 
virtually every manufacturing industry. 

It was a foregone conclusion that a third round 
break-through at the wage front would spell a gen- 
eral rise in industrial prices—notably finished prod- 
ucts prices—, and this is just what we are now up 
against even in fields where demand factors lately 
have shown considerably less strength than a few 
months ago. The exact extent, so far as it is not 
yet known, will depend on what happens to coal 
and steel prices. The two industries hold the key. 
If increases in coal and steel can be kept within 
reason, industry generally may succeed in holding 
additional price boosts to relatively moderate pro- 
portions. But prices are bound to be higher. 


Higher Business Costs Ahead 


Generally, in the wake of third round impacts, 
the cost of doing business is bound to go up, and 
more credit presumably will be used and required 
to do business. In short, the balance will have 
swung again, with inflation once more on the march. 
Not only are we in for another burdensome round 
of cost increases; unless stopped, we have have an- 
other and another until industry discovers that the 
long suffering consumer simply cannot stand the 
pace any longer, or until Government authorities 
become sufficiently alarmed over what an unchecked 
inflation, coupled with a top heavy national debt 
and top heavy Government spending, can do to our 
currency. 

The question whether the next phase of inflation 
will be marked by a loss of faith in the dollar, a 
flight from cash into goods, can no longer be viewed 
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as wholly academic. Already there are signs that 
cause concern. People are less willing to save, and 
more eager to buy goods because of fear that prices 
will continue to move higher. They are borrowing 
more to pay for their purchases; they are, in- 
creasingly, cashing in their savings bonds. They are 
even resorting in ever-growing numbers to sur- 
render of their life insurance policies for cash. 
Relentlessly rising prices, the Institute of Life In- 
surance recently stated, are mainly responsible not 
only for the huge increase in consumer credit but 
for a 23% greater surrender of life insurance con- 
tracts for cash, compared with a year ago. 

Policy holders are cashing contracts to purchase 
automobiles and other durables, or to pay off bank 
loans assumed for the purchase of such goods. 
Others, overextended during the war years of high 
income, are now giving up life insurance coverage 
which they can no longer afford. Such danger signs 
should be neither ignored nor minimized. They illus- 
trate not only the squeeze of high living costs on 
wide classes of consumers but also an increasing 
tendency to prefer goods over cash, a tendency 
strengthened perhaps by the belief that there is no 
early end to present “good times.” It is a perilous 
trend, one that at some time is bound to precipitate 
violent reaction! 


Will There Be a Fourth Round? 


One might well ask why we are courting all this. 
For while the third round has about fulfilled itself, 
there is no sign of a pause in the upsurge of labor 
costs. Rather the third round promises to merge 
into a fourth round as living costs continue to rise. 
How far inflation has gone is best illustrated by 
the rise in consumer prices. On May 15, the BLS 
consumer price index hit a new peak og 170.5% 
of the 1935-39 level, rising 0.7% above April 15 


when it stood at 169.3%. It thus was, in mid-May, 
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9.3% above last year; 27.9% above June 1946; 
72.9% above August 1939. Food is up 12.4% over a 
year ago; 44.8% above June 1946 and 125.6% 
above August 1939. ; 

The latest monthly increase alone points toward 
another wage boost for 225,000 General Motors 
workers next fall under GM’s new contract con- 
taining automatic cost of living adjustment. Re- 
flecting the latest price increases (not included in 
the mid-May index figure), the index doubtless will 
show another advance in subsequent months, suffi- 
cient to bring into operation the automatic feature 
of the GM contract. If so, a snow-balling into other 
directions is bound to follow; spiral is likely to 
follow spiral with no end in sight. 


Why We Failed 


There are two reasons for our failure. One is that 
trying merely to hold down prices is to deal with 
a symptom of inflation rather than attack its root. 
The source of inflation lies elsewhere, in the infla- 
tion of the money supply dating back to the war, 
and in the large amount of spending money made 
periodically available with the result that the pres- 
sure built up bursts the obstacles raised against it. 
As long as the volume of spending money is con- 
stantly being augmented, we can hardly hope to 
stop it from exerting pressure on prices. 

Faced with strikes, work stoppage and loss of 
profits, industry apparently has given in once more, 
has chosen inflation as the easier way out of the 
present dilemma, a decision no doubt bolstered by 
the opinion that most markets can stand price 
increases without loss of sales and employment, at 
least at this juncture. In the long run of course, 
we may find that we have paid a high price for the 
luxury of avoiding strikes, that it would have been 
far better for our economic health to have had a 
showdown now—as originally intended—even at the 
expense of temporary stoppage of production. 

This opinion is not lightly stated. It does not 
ignore the fact that intensified labor strife at this 
point would have been a serious matter particularly 
from the standpoint of international policy—at a 
time when ERP and rearmament is getting under 








“Casualties” of Inflation 
Extent to Which a Person Is Better or Worse Off 
Than in 1930 
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Coal miner ....... é 100 104 131 176 191 
Textile worker 100 103 107 127 139 
Automobile worker Se ee 115 144 142 132 
OS EE A eS 102 103 97 105 
Railway worker ee 100 116 131 121 122 
Railway executive me 112 117 83 78 
_ ow SS San ee 100 107 120 103 109 
Conaressman 100 117 114 69 74 
ee 100 120 117 75 65 
Bondholder ................... rehewnatee || 88 80 47 38 
Small stockholder 0... 100 64 86 65 79 
Well-to-do-stockholder ........... 100 63 79 50 58 
Wealthy stockholder... 100 52 51 23 31 





Source: National City Bank Bulletin 
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way. It would have been rather more than awk- 
ward, too, in an election year for its unavoidable 
political repercussions. “Mediation” of the kind wit- 
nessed in recent labor disputes inevitably mixed 
politics with business, and it acts more powerfully 
that way in a campaign year than ordinarily. Also 
as experience has shown, the government’s inter- 
ference in wage disputes usually lends strength to 
the union negotiators. 


Industrial Peace vs. Economic Health 


Perhaps it was considerations of this kind, plus 
the urgent desire for “industrial peace”, that caused 
the sudden collapse of industry’s hold-the-line 
efforts. If so, it is no less regrettable, for it is 
bound to contribute further to the revival of the 
boom-bust psychology, now spreading strongly and 
reaching the point where it can hardly be reversed. 
The squeeze on the consumer is becoming tighter 
than ever, for while wage increases raise incomes, 
wide segments of the population do not participate 
in these benefits; they are left hopelessly behind in 
the one-sided race to make both ends meet. 

Also, inflation feeds on itself just as the third 
round is putting steam behind prices in a twofold 
manner: Consumers get more money to buy the 
things they want and this alone increases pressure 
on prices. Manufacturers, on the other hand, have 
to add the additional wage costs to selling prices. 
Certainly it is no formula for combating inflation. 
Inequities and maladjustments of this sort, as they 
become increasingly worse, create the seeds of de- 
pression. Booms of this type have always ended 
in crash. 

We have said before that inflation feeds on itself, 
and this is only too true as experience has shown. 
We might add that the great importance of the 
further rise in the cost of living is particularly 
significant in its cumulative effect. For the latest 


' wave comes on top of a price rise that has already 


cut the purchasing power of the dollar down to 
50 cents in terms of 1939 value. In the case of many 
individual commodities, the depreciation has been 
a clear 100%. 


‘‘Savers’’ Hardest Hit 


_In the light of this, current record breaking na- 
tional income is not nearly as impressive as it 
appears; consider the greatly higher tax burden, 
and it loses even more of its luster. Little wonder 
that the casualties of inflation have been numerous. 
They are found not only among those with fixed 
incomes or among the white collar class whose 
incomes frequently have lagged behind that of or- 


- ganized labor. They are found particularly among 


those who have been prudent enough in the past 
to spend less than they earned—among the savers 
who are being rewarded for their virtue in steadily 
depreciating coin. Affecting as it does our great 
middle class, the mainstay of our society, this is a 
dangerous trend, one that if carried to further 
extreme is bound to affect deeply our entire social 
structure. 

It is for this reason, among others, that we have 
ventured the opinion that a showdown might have 
been preferable to another abject yielding to re- 
newed labor pressure for higher wages that in the 
end will benefit neither labor nor the country as a 
whole. Resultant wage (Please turn to page 412) 
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RETURN TO 


SEASONAL 
PATTERNS 


in Industry 


By WARD GATES 


: = the last two years, the consuming public 
has been buying a huge quantity of goods, the result 
of the large unsatisfied demand left over from the 
period of war shortages and the greatly increased 
purchasing power which translated this demand into 
actual buying despite high prices. But as the demand 
backlog in many lines was gradually whittled down, 
consumer needs became less pressing and where this 
happened, it became increasingly difficult for sellers 
to maintain their previous high sales volume on a 
year-round basis. 

This situation has been slowly developing in a 
number of industries: Supply caught up with de- 
mand and sales consequently were forced back on a 
replacement basis. It is one of the chief elements in 
today’s business situation. The trend found particu- 
lar expression in retail trade where unit sales de- 
spite continued high dollar volume have been falling 
off. It is noticeable in a growing number of manu- 
facturing lines, especially in the field of consumer 
goods, and initially at least was frequently mistaken 
as a signal of an oncoming recession. But far from 
this, it was merely a return to certain seasonal pat- 
terns that were considered quite normal before the 
war. 
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While in its initial stages, this trend will re- 
main of relatively little consequence to overall 
economic activity, certainly as long as it is 
countered by strong demand situations elsewhere 
as is presently the case. But gradually it will 
make itself felt more and more, bringing about a 

return of seasonal business swings for the economy 
as a whole. In a mild way, we are facing something 
of the sort this summer, not so much because sea- 
sonal patterns have become sufficiently numerous 
and pronounced but because of the growing trend 
towards plant-wide shutdowns for summer vaca- 
tions, something almost unknown before the war 
and equally rare during the war when our produc- 
tive plant was operated at capacity without let-up. 


Traditional Mid-Summer Slowing 


July is a traditional slow month for retail trade 
and together with temporary plant shutdowns, it is 
bound to make for a slowing of general business 
activity. The promptness and force of the snap-back 
thereafter will be an excellent indication of the 
underlying strength of business; and much will 
depend on the behaviour of the non-durable goods 
lines where the present slowing is so shot through 
with seasonal factors that it is often difficult to tell 
how much is seasonal and how much represents a 
basic business deterioration as such. Thus a decline 
this month in the industrial production index is 
hardly anything to worry about; it is rather widely 
expected. But the speed and extent of the rebound 
will be interesting to watch. 

Apart, however, from the gradual return of sea- 
sonal swings in overall business activity, seasonal 
patterns have emerged in an increasing number of 
individual industries, and many more are on the 
way back as buyers’ markets reappear. Some of 
these patterns were never quite erased by the war, 
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such as in toys, soft drinks, ice cream, sports wear 
and others, based either on the weather or on cus- 
tom and convention. But elsewhere during the war 
period, seasonal variations were almost completely 
blotted out by the rush of wartime production. Their 
reappearance must now again be reckoned with, 
producing the familiar sales curves of the prewar 
era, though on higher levels in most instances. But 
there are prominent exceptions, known to all of us. 


No Return Yet to Seasonal Routine 


Thus the steel industry in the foreseeable future 
is not likely to work back into its normal seasonal 
routine. In normal times, steel production usually 
dropped somewhat in summer, but demand at pres- 
ent continues large and urgent and steel mills will 
continue to run as close to capacity as they can, in 
much the same way as in wartime. Much the same 
is true of most non-ferrous metals and coal mining. 

The automobile industry is producing as fast as 
steel allotments permit and will continue so for an 
indefinite period in view of existing large demand 
backlogs. Temporary shutdowns for model changes 
and retooling are held to a minimum and in contrast 
with prewar are not timed to coincide. Thus overall 
output is unlikely to show any appreciable decline 
except if forced by strikes and shortages. Normally, 
automobile demand, and production, rose in spring 
and declined shar ply with the start of bad weather. 


Similarly, because of urgent demand and large 
demand backlogs, uninterrupted production is likely 
to continue in such fields as agricultural machinery, 
rail equipment, oil field equipment, mining equip- 
ment, heavy electrical equipment where production 
potentials are only limited by the available steel 
supply. No early return to a cyclical or seasonal 
pattern is indicated. The same is true of certain 
chemical products and of rayon where supply is in- 
sufficient to meet demand, satisfaction of which 
awaits the completion of additional productive 
facilities. 

Then there are the industries where the end of 





A buyers’ market now rules in most textile lines, 
and seasonal trends have again become pronounced. 
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a sellers’ market is definitely in sight, though de- 
mand continues large despite stepped up production. 
One of them is the paper industry where by the end 
of the year, production will likely be more than 
enough to supply requirements. The paper industry 
will continue to prosper so long as general business 
conditions remain good; but with pipelines filled, 
the reintroduction of certain seasonal patterns must 
be anticipated. 

The office equipment industry after satisfying 
most of new demand, for some time has been striv- 
ing to meet the large existing replacement demand 
and overall record sales are likely to be maintained. 
Any ultimate sales pattern will be cyclical rather 
than seasonal, and will be governed by general 
business conditions and the trend of exports. The 
outlook remains good. 


Where Seasonal Patterns Re-Established 


Much longer is the list where seasonal patterns 
have already made their appearance. Among the 
earliest were the luxury industries, many of which 
were priced out of abnormally affluent postwar 
markets by steadily rising living costs which greatly 
narrowed sales potentials. Where seasonal patterns 
apply, they now prevail in most of these fields. 

After a first quarter slump, the tire industry has 
been picking up production despite a return some 
time ago to normal competitive marketing condi- 
tions. Revival of a seasonal pattern is strongly sug- 
gested. A spring upturn is normal in anticipation 
of greater tire demand during the summer season, 
followed by a falling off of sales when poor driving 
weather returns. In view of the industry’s huge 
productive capacity, continuation of the seasonal 
pattern is indicated, though sales should stabilize 
at levels well above prewar. 

Shoes are another example of an industry getting 
back into seasonal swings. Sales and output declined 
abruptly in the early spring last year, partly due 
to consumer resistance to high prices but also mark- 
ing the beginning of what turned out to be a sea- 
sonal trend typical in prewar. By mid-summer, pro- 
duction began to recover markedly, and much the 
same is happening this year. Shoe sales and output, 
after a pronounced lag earlier this year, are in- 
creasing again. Production in March was around 
45 million pair, in April it dropped to 35 million, in 
May to 33.4 million and estimated June ouput is 35.5 
million pair. In this instance, however, the sharp 
variations, while fundamentally doubtless of sea- 
sonal character, have been exaggerated by consumer 
price resistance, as previously mentioned. This is 
one of the factors absent in the prewar pattern but 
is likely to disappear as time goes on. Another down- 
swing is expected late in summer, followed next 
year by the normal spring upturn. 


Normal Fluctuations in Building Activity 


Even construction, one of the outstanding boom 
areas of the economy, is back to a seasonal pattern. 
It again shows a big summer peak and turns down 
when poor weather begins, with residential building 
particularly concentrated during the summer. This 
is the typical prewar pattern, interrupted during 
the war when vwcrk on defense installations was 
pushed the year ’round. Greater emphasis on home 
building and disappearance of big defense projects 


THE MAGAZINE OF WALL STREET 








Room A oe — <a ~ ~ 


mm 








le- 
n. 
id 
an 
ry 
SS 
d, 
ist 


er 


ns 
he 
ch 
ar 
tly 
ns 


as 
me 
di- 
ig- 
on 
yn, 
ng 
ge 
1al 
ize 


om 
rm. 
wn 
ng 
his 
ng 
7as 
me 
cts 











made return of the old pattern inevitable. 

The same cannot be said of all lines of building 
materials, however. Some of them are still tight such 
as plumbing, glass, lumber and certain building 
hardware. Seasonal influences will be less pro- 
nounced in these lines. On the other hand there is 
an ample supply of cement and paint, sales of which 
will therefore tend to fluctuate seasonally with con- 
struction activity. The cement industry is operating 
considerably below capacity and paint dealers are 
overstocked. Sales of oil burner equipment dropped 
sharply in the first quarter, partly reflecting sea- 
sonal influences but probably more importantly the 
shortage of fuel oil. Sales of other heating equip- 
ment were less affected, yet henceforth they are 
likely to fluctuate with seasonal and construction 
trends as supply is catching up with demand. 

Most home furnishings are once more in a buyers’ 
market, with particular emphasis on furniture. Con- 
sumers have become more selective and are buying 
more cautiously. The cost of living squeeze probably 
is partly responsible for this, but also the fact that 
most pressing demand has been met. Seasonal vari- 
ations in sales should therefore become more pro- 
nounced with the possible exception of -the rug and 
carpet industry where strong demand factors con- 
tinue. Another exception are gas ranges, due to the 
steel shortage still in unsatisfactory supply. Given 
sufficient steel, however, early restoration of 
demand-supply balance would be indicated. In all 
lines, competition is increasing. 


Textiles a Typical Example 


The experience of the textile industry (except 
rayon) is perhaps typical of what is going on in 
many other lines of non-durables. A buyers’ market 
now rules in most textiles despite the fact that the 
price trend in some of them still appears upward. 
Textiles had their ups and downs in recent months; 
prospects looked doleful some weeks ago but are 
again brightening somewhat. Retailers have been on 
a buying strike, resulting in curtailment of mill out- 
put. The middleman was caught in between but sales 
are now picking up again, largely on a seasonal basis. 
The seasonal factor has always been pronounced in 
the textile field, for obvious reasons, and it is promi- 
nent today. And while the textile trade appears 
optimistic on the outlook, it is widely admitted that 
competition is strong again. 

Biggest trouble is high prices due to advancing raw 
material and labor costs, and foreign competition is 
beginning to make itself felt. Consumer price resist- 
ance continues in apparel lines, particularly in 
women’s dresses. The men’s shirt market is in the 
doldrums with many retailers overstocked and ready 
for “sacrifice sales.” Attempts to overcome price re- 
sistance by curtailing production have been none too 
successful. Thus the mild recession which soft goods 
encountered last year may be a little more painful 
this year, though holding no overall business threat. 
The present lull in virtually all lines, being substan- 
tially seasonal, should be followed by an upswing later 
on, pointing to good overall volume for the year. 

Even in metal fabricating where backlogs have 
been declining, activity has tended to become more 
seasonal except in some lines such as copper wire for 
which demand continues heavy and well sustained. 
Metal working lines may particularly feel the impact 
of summer plant shutdowns which may force sharp 
though temporary production curtailment. Where 
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this happens, however, recovery should be rapid in 
view of the high level of activity in durable goods. 

Automobile parts manufacture before the war was 
closely influenced by seasonal swings in automobile 
production and parts replacement demand. For some 
time after the war, parts manufacture was held at 
extremely high levels; replacement demand was 
strong and so was original equipment demand for 
new automobile assembly. The latter has now become 
largely stabilized due to inability of the automobile 
industry to expand production, and the “cream” has 
undoubtedly come off replacement demand following 
huge postwar output of parts and accessories. As a 
result, demand in some parts lines has been softening 
and this trend is likely to deepen unless offset by 
mounting car production. It holds the prospect of 
re-introduction of the seasonal factor in automotive 
parts manufacture, and parts manufacturers unable 
to adjust rapidly to contracting volume may be faced 
by narrowing profit margins. 


Seasonal Trends in Appliance Sales 


Among electrical appliances, seasonal sales trends 
have also made their appearance. Rapid postwar ex- 
pansion of radio receivers, resulting in quick over- 
production, was responsible for the early return of 
a buyers’ market in this field, followed by minor 
appliances. As far as applicable, seasonal factors are 
now operating though production is still at a rela- 
tively high level, and this may speed the trend towards 
further price adjustments already forced by the re- 
turn to normal seasonal and competitive conditions 
in the field. 

This applies even to refrigerators where demand 
conditions are relatively more favorable. For some 
time, refrigerator sales, while good, have been far 
from sensational but a sharp pickup in sales was 
reported in recent weeks, largely of a seasonal charac- 
ter. The pick-up should last at least until the end of 
the summer, when sales (Please turn to page 407) 
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B. usinessmen and 
investors should be able 
to appraise more clearly me 
the 1948 outlook for the 
economy as the result of a recent Government survey 
of personal money incomes in 1947. The Board of 
Governors of the Federal Reserve System for the 
third year in a row, has analyzed statistics gathered 
by the University of Michigan on a sample basis, but 
applied to the entire population of the United States 
residing in private households early in the current 
year. A study of these findings provides interesting 
evidence of income changes among numerous groups, 
with implications as to their purchasing power and 
expectancies for 1948. 

The survey as conducted is more illuminating than 
those based upon classified incomes alone, for real 
spending power stems more significantly from groups 
living under one roof and pooling their expenses, as 
many families do. The Board figures that there are 
now 48.4 million “spending units” that include these 
householders with income, and that before taxes their 
aggregate income in 1947 rose by about $20 billion 
compared with the previous year. Not included in the 
total are the home-produced foods of farmers, free 
meals, free living quarters or capital gains. Net 
money income other than earnings, on the other hand, 
swells the total. 


Half Reported Larger Incomes 


On a breakdown of the statistics, the $20 billion 
gain in civilian income last year was the net result 
of plus and minus accomplishments by the various 
spending units. Almost exactly half of the 48 million 
units reported larger incomes in 1947 than in the 
previous year, while only 9 million reported lower 
ones. Sickness, less steady employment or retirement 
accounted mainly for those with lower income than 
before. To balance the picture, approximately 30% 
of the spending units experienced no significant 
change in their income. Since the cost of living con- 
tinued to rise during 1947, it is not surprising to find 
that a large number of the people interviewed claimed 
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that despite income gains they were little if any better 
off than formerly, and with a sizeable proportion of 
others squeezed rather hard by the “HCL.” 

On an appended chart we show the distribution of 
spending units by various income groups for the last 
three years. When classified in this form, the median 
income before taxes in 1947 came to $2,530 compared 
with $2,300 in 1946 and $2,020 in 1945. “Median” 
represents the halfway mark between the top and 
low incomes in each group or as a whole. Enlarged in- 
comes last year shifted many more spending units to 
higher brackets than in the previous two years, and 
this does not tell the whole story, for many gains of 
less than $1,000 were not included in these changes. 


Few Shifts Among Income Groups 


One of the most commonly discussed yardsticks 
related to income statistics is the percentage of total 
income before taxes received by groups ranked ac- 
cording to size of income. It is remarkable what slight 
changes have occurred in these percentages over a 
three year period, in view of the major flux in wages, 
salaries and investment incomes that has been in 
progress. The only trend of any significance revealed 
is the slight rise to 33% last year of the sector with 
the highest income, compared with 32% in 1946 and 
29% in 1945. The remaining groups down to the 
lowest tenth,, with one minor exception, appear to 
have experienced no change at all in their percentages 
of total income during the three year period. 

Of equal interest is the analysis of income changes 
by spending units in various occupational groups. In 
the lead on the upside were professionals, along with 
clerical and sales personnel, with larger incomes last 
year reported by 62% in both divisions. Next in line 
were skilled and semi-skilled employees, 58% of 
whom reported an uptrend in income. Although only 
44% of unskilled workers benefitted by improved in- 
comes, this was a sharp rise compared with the 35% 
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Income Changes from 1946 to 1947, and 1945 to 1946, As Reported by Spending Units in Various 
Occupational Groups 





PERCENTAGE DISTRIBUTION OF SPENDING UNITS WITHIN OCCUPATIONAL GROUPS 








Managerial and 
All Spending Units Professional Self-Employed 


Skilled and Clerical and 


Semi-Skilled Sales Personnel Unskilled 


Farm Operators 


























1946 1945 1946 1945 1946 1945 1946 1945 1946 1945 1946 1945 1946 1945 
Change in annual money income to to to to to to to to to to to to to to 
before taxes 1947 1946 1947 1946 1947 1946 1947 1946 1947 1946 1947 1946 1947 1946 J 
Income Larger 49 42 62 46 41 42 58 4| 62 59 44 35 38 40 
By 25° Sd, ee OED oe 18 17 18 14 17 17 20 17 24 24 15 15 14 16 
Somewhat larger nnn 31 25 a4 32 24 25 38 24 38 35 29 20 24 24 
No Substantial Change in Income 30 27 19 29 35 29 24 21 22 21 35 27 36 32 
I Small 19 28 18 24 22 27 16 36 14 17 19 33 21 24 
Somewhat ll i 16 i id 13 15 9 21 9 8 13 20 13 18 
By:257, or more... 8 12 7 10 9 12 7 15 5 9 6 13 8 6 
Not Ascertained 22 cece 2 3 I 1 2 2 2 2 2 3 2 5 5 4 
All Units 100 100 100 100 100 100 100 100 100 100 100 100 100 100 




















in this class reported in the 1945-46 period. Mana- 
gerial and self-employed personnel experienced a 
nominal dip of 1% in their income gains last year 
compared with the earliest period, while 2% fewer 
farm operators showed improvement. This latter 
group of agriculturists, as previously mentioned, is 
hardly comparable to the others because of supple- 
mentary income not included in the tally. 


Uptrend on Broad Basis 


In studying the above comparisons, it appears sig- 
nificant that uptrends in income were very broadly 
distributed among the various occupational groups, 
only about one-fifth of them reporting a decrease and 
a small one at that. As always happens with statistics, 
there are sidelights that do not appear on the surface. 
Though the managerial and self-employed group, for 
example, reported lower gains, spending units where 
the head of the family came within this category, had 
the highest median income of $4,500. In this respect, 
the other groups ranked as follows: professionals — 
$4,000; skilled and semi-skilled workers — $3,000; 
clerical and sales personnel — $2,900; unskilled 
workers — $1,800, and farm operators (with quali- 
fications) — $1,500. 

The survey went far deeper into the economic 
picture than the mere assembly of income statistics. 
How the people spent their incomes last year, their 
intended outlays for 1948 and their conclusions as to 
the general outlook, lend much of interest to the re- 
port. This is especially true as to purchases of con- 
sumer durables and houses, generally considered of 
prime importance to a prosperous economy. At this 
point it is well to remind our readers that the $20 
billion gain in personal incomes in 1947 was before 
taxes so that disposable income figures would be far 
lower, and due to variations in the tax rates the per- 
centages we have been discussing would be widely 
distorted. By and large, though, the general picture 
presented is illuminating, and the close similarity 
of the percentages shown from year to year tend to 
confirm the dependabiilty of the sampling method 
used. The survey involved 3,500 interviews in 66 dif- 
ferent localities, and since the results seem to furnish 
a fairly reliable clue to the national picture, the same 
thing is probably true as applied to purchasing habits, 
consumer financial status and buying intentions. 

For consumers as a whole, on a basis of 48.5 million 
spending units, incomes of more than $5,000 were 
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achieved by 2.5 million more in 1947 than in the 
previous year, while 2.5 million fewer units had in- 
comes under $3,000. Aside from income, consumer 
units at higher income levels owned a relatively large 
proportion of liquid assets, but the lower income 
groups still have substantial savings in the aggregate, 
though they seem to be shrinking. Well over two- 
thirds of all spending units still have liquid assets to 
draw upon if they so desire. As a result of improved 
incomes and available liquid assets or credit, pur- 
chases, of consumer durables in 1947 exceeded those 
of any year in history. 20 million of the spending 
units bought automobiles, refrigerators, radios, wash- 
ing machines, kitchen ranges, etc. Then 2 million 
bought houses besides. The total value of these pur- 
chases was around $30 billion. 


Automobile Buying Heavy 


As for automobiles, 2.8 million spending units 
bought new cars in 1947 and other units bought no 
less than 4.2 million used cars. More than three-fifths 
of all car buyers hade (Please turn to page 408) 
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By E. K. T. 


RESTORATION of a virtual wartime priority con- 
trol on steel has been made possible by an eleventh- 
hour act of congress, tied onto the draft bill as a 
rider. The Office of Defense welcomed the grant of 





WASHINGTON SEES: 

There actually is less war scare in ‘Washington’ 
today than there has been in many months. The 
word “scare” is used advisedly, for there still are 
many who regard the prospect of armed conflict 
as much a threat as ever—but most officials have 
taken heart from the fact that congress did a 
reasonably good job of preparing for defense 
and they believe the likelihood of war has been 
lessened as a result, will continue to dim as the 
military services develop the strength to back up 
a stiffer attitude toward potentially unfriendly 
nations. 

While passing up universal military training, 
congress nevertheless approved a draft program. 
It voted a record-breaking defense budget, 
boosted the Air Corps to 70 groups, gave the 
navy its wished-for supercarrier, vitalized the re- 
serve forces with retirement pay and other at- 
tractions, 

The next 12 months will build army strength to ‘ 
a point despaired of when the rapid post-war 
demobilization reduced it to a shadow of military 
might. On V-E Day, the army had 8,300,000 
men; on July 1, it had 542,000. Reconstruction 
under the draft law will be swift. 

The Navy, plus the Marine Corps and the 
Coast Guard are better staffed-and equipped 
than at any time since the end of the war, and 
there's a three billion dollar appropriation for 
the current fiscal year which makes possible rais- 
ing personnel and equipment sights to high se- 
curity levels. 

The Air Corps under independent status, and 
well-financed, is forging steadily forward, now 
has 32 groups and has its eye on the 70 goal. 

Even the professional militarists (the non-official 
group) are giving congress a “well done” signal 
in this respect. 
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power to route the product first to military projects 
even though Forrestal was caught flat-footed and 
without a plan to exercise the controls. Actually, he 
will use it only as a club, to be brought into use if 
voluntary measures fail. Up to now, 10 per cent of 
the national production has served the armed 
forces; immediately ahead is a 25 per cent cut-in 
on the tonnage for domestic military needs and for 
foreign commitments, some tightness. 


RUMORED plans of drastic changes in principles for 
determination of recognized costs under contracts 
with the army, navy and air forces will not mate- 
rialize. There will be some changes—largely the 
elimination of institutional advertising as an ele- 
ment of cost in performing a government contract 
—but the larger items of expense will continue to be 
regarded legitimate cost items for federal reim- 
bursement. The original plan was a drastic one. 
Fear was expressed that it would impair industry 
cooperation, lessen interest in taking government 
assignments. But business and industry have been 
asked to rewrite the regulations and the results are 
expected to be mutually advantageous. 


TAX REVISION, involving a general overhauling of 
the Revenue Act will be one of the first objectives 
of the congress meeting next January. The spade 
work already has been done; in fact the House had 
approved the program, but the Senate failed to act 
for want of time. House committees spent more 
than a year on the re-writing job, won’t have to 
cover the same ground again. About 80 changes are 
projected and 30 of them have been removed from 
the arena of controversy by Treasury indorsement. 


CONGRESSMEN are in the mood to offset the effect 
of the Supreme Court decision in the “basing point” 
case and to halt Federal Trade Commission orders 
stemming from that, which would outlaw business 
transactions in which the purchaser doesn’t pay 
actual freight charges. The topic is one of intermin- 
able discussion, but congress declared its position 
when the Robinson-Patman Bill was under discussion 
by refusing to accept an amendment against “basic 
point” deals. That sentiment is even stronger today. 
The previous action was negative, but an affirmative 
declaration is ahead. 
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Thomas E. Dewey already has exercised his veto 
over federal legislation. He has said there shouldn't 
be a special session of congréss this summer. And with 
republicans controlling both houses, and the political 
fate of scores of congress members tied to the Dewey- 
Warren tails, that just about means that the lawmakers 
will not meet again until next year. 




















The Dewey "veto" removes the last hope for 
early enactment of a broad field of legislation. It does 
more; it means that bills which had gained priority by 

















legislative route (some had been reported favorably and 
were on the calendar for action), lose that lead, must 
begin anew in competition with the products of this year's 
campaign. No legislation carries over to a new congress. 

















The New York Governor gave as his reason, the "unfairness" of asking 
congressmen to give up time from their own campaigns. But there are other, obvious 
reasons. Any student of Dewey performances iS aware the Governor does not relish 
heated-over legislative programs, and prefers to draft his own. There is the "let 
well enough alone" attitude; natural apprehension that a special session might rush 




















doesn't want to be committed by his candidacy to things in which he had no part in 
formulating. 








President Truman has the constitutional right to call the congressmen back 
to the Capital. There must be a strong impulse to indulge impishness by keeping the 
overwhelming majority of republican candidates away from the hustings, but Mr. 
Truman will resist it. He isn't afraid of the vetoes sure to be overridden; demo- 
cratic high command is ready for that issue -- will point out that relatively few 
vetoes have not been sustained, will claim even the GOP couldn't stomach its own 
legislative cooking in all but a fractional number of the final tests. 






































Most remaining bills are domestic in character. Senator Vandenburg saw 
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before adjournment. And the score card shows this included both Administration and 
GOP proposals and that the ultimate action accords very closely with the original 
projects. This country's contribution to United Nations headquarters failed of 
approval, but is not regarded an important misstep. Uncle Sam's credit still is 
good, the money eventually will be placed in the UN bag. 











Not reached in the regular 80th Session but set up for immediate atten- 
tion after Jan. 3, 1949, is what Senator George described as "an armaments Marshall 
Plan." Bluntly, that means billions to militarize the Western European Nations. 
Their demand for arms already is reaching a crescendo; ERP is fine, but not a 
complete answer, is the cry. 




















Nomination of California's Gov. Warren tips the scale in favor of the 
hotly-contested tidelands oil bill and if victory comes to the republicans, that 




















of the ownership question in favor of the states. By the same token, nomination of 
Gov. Dewey has served to quiet demand for the Mundt-Nixon Bill. The governor made 
his position clear on that in the debate with Harold Stassen, won over many con- 
gressmen who're now opposed to the "anti-communist law" regardless of whom the 
voters choose as President. 














Among measures left hanging, some of which are certain of passage next 
year although the forms will be altered in many cases, are: anti-inflation measures, 
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housing, civil rights protection, federal aid to education, health insurance, 
statehood for Alaska and Hawaii, oleo tax cut, and possibly universal military 
training -- the last named depending up current conditions at the time. 














at Philadelphia: "Present cruelly high prices are due in large part to the fact that 
the government has not effectively used the power it possesses to combat inflation, 
but has deliberately encouraged high prices." That can only mean that the GOPers 
intend to be sparing of new laws; intend to seek the weapons in existing statutes. 








One constitutional amendment is ahead -- the Lodge Bill to abolish the 
electoral college. Congress will send this to the states, speedily if the Dewey- 
Warren ticket received strong support from the south, but more slowly and only after 
a hard fight if the Solid South lives up to that description. It would make a major 
change in the political pattern: a state's electoral votes would be cast in pro- 
portion to the number of popular votes each party received in that state. No longer 
would a hair-line majority throw the state's entire electoral vote to one candidate. 





























Interesting speculation is invited by Gov. Dewey's announcement he plans 
to make Gov. Warren a “working vice president." The idea is not new. President 
Roosevelt tried it, but unfortunately, did not have the best material to work with. 
He made Henry A. Wallace head of the Board of Economic Warfare, with results that 
were administratively disastrous. In fact the experience FDR had with a "working 
vice president" accounted largely for Wallace being no kind of vice president two 
years later. If given the opportunity, Gov. Dewey has told friend, he hopes to have 
Gov. Warren supervise bureaus and agencies, have the president pro tem preside at 
senate sessions. 









































Unless Gov. Dewey modifies his post-convention statement that there will 
be a "housecleaning" in Washington when he takes office, there will be difficulty 
keeping thousands of efficient workers on the payroll -- employees of types the 
governor obviously did not have in mind at all, but who are resolving doubts in 
their favor. The exodus already is on. It's beginning at top levels, working 
downward. 























Most of the jobs which would interest patronage dispensers depend upon 
political preferment. Incumbents know that, accept the principle that to the victor 
belongs the spoils, but the Administration complains there is danger of weakening 
the structure of official business if the feeling of impending joblessness goes too 
far down the line. The lesser offices are filled with incumbents who have Civil 
Service "protection" -- a poor description because the protection lasts only as 
long as the particular job remains in existence, and the same duties under a dif- 























Governor Dewey has pledged support of the platform plank which promises 
to wipe out overlapping functions of federal agencies. That covers many essential 
jobs with a blanket of uncertainty -- no less so because the promise has been 
repeated in every platform of every party for generations and not only never is 
observed but actually is noticed in a breach which brings additional bureaus into 
existence. 


























The effect will be even more dangerous in the first few months of 1949, 
assuming republican victory. Business and industry will find it almost impossible to 
get definite answers or binding action during the transition from democratic to 
republican control. Washington contacts recall the hectic days following the arrival 
of the New Deal, in 1933, following many years of GOP rule, expect much the same 
-— in reverse - next year. 
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~ Customer and Competitor 


—THE BATTLE FOR A BETTER 
INTERNATIONAL TRADE BALANCE 


By V. L. HOROTH 


a here has been encouraging news during the 
past few months from across the international border 
to the North. Much as in the United States, the reces- 
sion that appeared in some Canadian trades earlier this 
year has not proved to be, according to the Bank of 
Montreal Business Review, “the precursor of a general 
slackening of business.”” As a matter of fact, all major 
business indices are close to postwar peaks at present. 
Industries are booming, and the amount of capital ex- 
pansion has never been higher. Crop outlook is gen- 
erally favorable, though rain is needed and the grass- 
hopper infestation is serious in parts of the wheat belt. 

According to preliminary figures, exports for May 
1948 rose to a postwar peak and the overall trade sur- 
plus of $150 million anticipated for the full calendar 
year 1948 was practically accumulated during the first 
five months. At the same time, trade with the United 
States is far better balanced than it was last year. 
During the six months since last November, when re- 
strictions on imports from this country were imposed, 
the excess of imports has amounted to only $219 mil- 
lion as compared with $457 million in the same period 
a year ago. 

But this is not all. The depletion of the Dominion’s 
reserves of gold and U. S. dollars has been checked 
and reversed. On June 23, 1948, these reserves were 
reported at $742 million as against the postwar low 
of $461 million as of the middle of last December. 


SULT 27. | O48 


Lumber ranks third among Canada’s exports, 
preceded only by wheat and newsprint 


Moreover, the rumors of “impending” devalua- 
tion of the Canadian dollar which were flying 


around fast and furious only four or five months 


ago, have not been heard around Wall Street 
recently. The unofficial or free market for the 
Canadian dollar in New York—which, incident- 
ally, has never been a true indicator of the 
international strength of the Canadian dollar 
because the trading is restricted to non-residents 
and applies to certain capital transactions only 
—rose from about 88 cents last Winter to 93-94 
cents in recent weeks, the highest quotation 
since March 1947. Yet despite all these seem- 
ingly favorable developments, the Canadian 
Government announced in May and again in 
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June further restrictions on imports from the 
United States. They affect chiefly farm and electric 
machinery and apparatus. 

What is, then, the true state of affairs? Has the 
dollar shortage in Canada been merely eased by 
import restrictions and the launching of the Europ- 
ean Recovery Program, or is the problem of un- 
balance in Canada’s international transactions with 
the United States really being solved? This is im- 
portant for the American’ trader, in view of our 
close and many-sided business relations with the 
Dominion. If the ERP is merely keeping “Canada’s 
foreign exchange problem from getting immeasur- 
ably worse rather than improving it,” as the Can- 
adian Finance Minister said, or if it is only ‘a 
blood transfusion, but not a permanent cure” as 
the Financial Post of Toronto wrote, then despite 
the obvious improvement there is little hope that 
the restriction on imports from this country will 
be lifted or even modified in the foreseeable future. 


Canada’s Importance in World Trade 


Canada is a country traditionally dependent upon 
foreign trade which normally accounts for about 
25 per cent of her national income. Conversely, no 
other nation, considering its population, has ever 
occupied as important a position in world trade. In 
1947 the Dominion ranked as the third largest ex- 
porter (after the United States and Great Britain), 
shipping some $2.8 billion of goods, of which $1.1 
billion were sent to the United States. As importer, 
Canada ranked in 1947 fourth (after the United 
States, Great Britain, and France). Of the $2.6 bil- 








Canada’s Balance of Payment with U. S. 
(in millions of Canadian dollars) 


—Official Est. 
1939 1946 1947 1948 








Requirements of U. S. Dollars 
a) Current Transactions 


Merchandise imports from U. S. 472 1,378 1,951 1,700 
Interest and dividends /net) 193 209 238 220 
Freight and shipping (net) 15 68 115 100 
Other items (net) 34 33 62 50 
Total 714 1,688 2,366 2,070 
b) Other Transactions 
Gold subscription to Int. Monet. 74 
Outflow of capital i 163 
Grand Total 714 1,688 2,603 2,070 


Receipts of U.S. Dollars 
a) Current Transactions 








Merchandise exports 344 893 1,046 1,350 
Tourist traffic (net) 70 86 83 120 
Newly-mined gold 184 % 99. AHO 
Total 598 1,075 1,288 1,580 
b) Other Transactions 
Inflow of capital 113 
Grand Total 598 1,188 1,228 1,580 
Deficit ‘gap) 116 500 1,375 490 
Transfer of convertible exchange 116 237 632 200 
E.C.A. financing : ee 500 
Draft on Canada's gold and 
U. S. $ resources _ - : 263 743 
Increase in Canadian gold resources 210 
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lion of goods imported, nearly $2.0 billion came 
from the United States. 

As most of our readers know, before the war 
Canada used to settle her trade deficit with the 
United States—which was relatively small then— 
by transferring to us the convertible exchange 
earned in her trade with other countries. This was 
the famous “North American trade triangle’’. Its 
wrecking, as a result of the war, has been the cause 
of Canada’s dollar famine. 

It is only natural that Canada’s main objective 
has been the restoration of this old triangular trade 
system. To do this, and also to maintain the flow 
of exports needed to cushion postwar reconversion, 
Canada decided to help her European customers to 
get on their feet. She began shipping them goods 
against inconvertible currencies and on credit. The 
total credits granted reached $1,845 million, equiv- 
alent on the basis of relative gross national product 
to something like $30 billion for the United States 
(Canadian economists use for comparisons of this 
nature a conversion ratio of 1 to 16). 

But by deciding to divert more goods to Europe, 
Canada deliberately reduced her potential earnings 
of U. S. dollars, for some of the goods sent to 
Europe on credit or against payment in inconverti- 
ble currencies could have been shipped to the United 
States. Hence in order to finance her purchases of 
goods in the United States, she had to fall back to 
a considerable extent on her wartime accumulations 
of gold and U. S. dollars which by the end of 1945 
had reached what was thought to be the comfortable 
figure of $1,508 million. 

Hindsight now reveals that Canada misjudged 
the postwar situation and assumed altogether too 
heavy a burden. In the first place, the recovery in 
Europe has been much slower than anticipated, and 
the prospects for European currencies becoming 
freely convertible seem to be just as far off as they 
appeared two years ago. 


Boom Demand for U. S. Goods 


Second, the great industrial boom in Canada has 
created an unforeseen demand for U. S. dollars. 
Not only larger quantities of industrial materials, 
such as coal, steel, petroleum, and cotton, were 
needed to feed her industries now producing at a 
rate nearly double that before the war, but also 
more machinery, tools and equipment for replace- 
ment and further industrial expansion and unpre- 
cedented construction activity. 

Still another development that contributed to the 
rapid depletion of Canada’s reserves was the de- 
mand on the part of Canadian people for Amer- 
ican-made products, such as automobiles, refrig- 
erators, radios, electric mixers, toasters and a long 
list of other products denied to them during the 
war. Their purchasing power, already greater than 
ever before, has been further expanded by the post- 
war export boom and by the up-valuation of the 
Canadian dollar in July 1946. While a premium of 
10 per cent for the U. S. dollar may not have 
curbed the Canadian appetite for our consumer 
goods as much as some people think, the up-valua- 
tion nevertheless discouraged the rehabilitation of 
the Canadian gold mining industry, normally an 
important contributor of U. S. dollars. At the same 
time, it encouraged the profit taking on U. S. in- 
vestments in Canada, thereby reversing the usual 
flow of capital from inflow to outflow. This added 
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to the shortage of U. S. dollars. 

Canada’s balance of payments dif- Canada's Foreign Canadian Trade Canadian Trade with 
ficulties came to a head last year, Trade—General with U.S. Countries Other Than U.S. 
when a U. S. dollar deficit of $1,375 Exports Imports Balance Exports Imports Balance Exports Imports Balance 
million nearly exhausted the coun- 1937. 86 7 +19 32 44 — 9 54 26 + 28 
try’s gold and dollar reserves. The a = ro * ° = = “ : . a be 
heavy imports, which reached the an- 1945 268 «129 «+139 «=—«100-—«100 0 168 29 +139 
nual rate of nearly $2.0 yan — — peeaaas _— 
primarily responsible. But besides a 
trade deficit of nearly $900 million, = v4 = ; ° - nav = = za H Yn 
Canada was faced, as the accom- March 180 140 + 40 67 100 —33 03 40 +73 
panying table of the balance of pay- April 180 «16k S++ (19 71 115 — 44 109 46 + 63 
ments shows, with the necessity of May 199 164 + 35 72 «113 — 41 127 51 + 76 
meeting unexpectedly large interest per a _ ; as ¢ ok = po A yl z re 
and dividend payments, and record Fol 246 «163—=—C «B83 15 123 — 48 171 40. +131 
transportation charges. The latter Sept. 172 156 + 16 70 116 — 46 102 40 + 62 
undoubtedly reflected the unpreced- Oct. 207-186 + 21 99 «6140 — 41 108 46 + 62 
ented movement of goods and higher sa 7 oo ee, ae = x 98 
railway rates in this country. At the ni A i od sc a): 
same time the net receipts from tour- 1947 
ist trade were disappointingly small, Jan. 210 «174 «+ 36 80 136 — 56 130 38 + 92 
despite American tourists’ spending wl He oS ‘- 9 71 Hs a . a z 2 a 
some $235 million, a record figure. hail a po pil F. = —_ as 1 “2 « po 
This was due to the fact that Can- May 271 240 +331 82 184 —102 189 56 «+133 
adian tourists’ expenditures in the a = = 7? _ =e i s + 

Tnita € y . > "0. u fs _— 
Cases States were equally Basins, ssa res 222 204 «+ :'18 84 «86155 — TI 138 49 + 89 
cedented, $152 million. The receipts Sept. 220 208 ~4+ 12 89 163 —74 131 45 + 8 
of U. dollars from the sale of newly Oct. . 253 7 (ara 104 1990 — 86 149 64 + 85 
mined gold here were also relatively Nov. .. 248 «©6229 «+-:«'19 9 174 —79 153 55 + 98 
small, less than 60 per cent of the Dec. . 258 is - 65 108 142 — 34 150 TSS wat 
prewar figure. 1948 ae —s. 
Jan. 245 206 + 39 107 150 — 43 138 56 + 82 
Financing the Deficit Feb. 218 + =6182 + 36 9% 137 —4I 122 45 +77 
oh ete ee oe oe 

As will be seen from the table, — = “i 
Canada financed the record deficit of mene =— = +s SY ss ee 
$1,375 million by (1) transferring to || (e)—Partly estimated. 
us $632 million in gold and U.S.doe aca 





lars earned in the trade with the 
sterling area and other countries; by and large, this 
amount represented the proceeds of American loans 
to European countries; and (2) by drawing on her 
reserves to the extent of $743 million. In 1948, 
this type of financing will be impossible. In the first 
place, most of Canada’s European customers are 
without dollars and gold. Second, the Canadian 
Foreign Exchange Control Board held less than 
$500 million in gold and U. S. dollars at the be- 
ginning of 1948, although there was also a credit 
of $300 million with the Export-Import Bank. 

The improvement in the trade balance with the 
United States has been by far the most significant 
development affecting the Dominion’s transactions 
with us this year. Canada’s exports to us are at 
present running at the annual rate of about $1,350 
million or $300 million more than last year. The 
development reflects the continuation of the busi- 
ness boom here and the considerably higher prices 
that Canada is getting for her shipments of news- 
print, wood-pulp, sawn timber, pulpwood, nickel 
and other non-ferrous metals, minerals, and fish. 

Canadian imports from the United States have 
fallen off somewhat, as will be seen from the two 
charts, but thus far, less than had been anticipated. 
They are still at the surprisingly high annual rate 
of $1,700 million, only $250 million less than the 
1947 record. Their failure to drop off more is ex- 
plained by the continuation of Canada’s own busi- 
ness boom and by the higher prices that she has 
to pay here. 

From all appearances, Canada’s excess of imports 
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in her trade with this country will be about $400 
million in 1948 as against about $900 million last 
year. It is unlikely that there will be any great 
changes in other transactions. Canadian payments 
on account of debt service and freight and shipping 
may be somewhat smaller than last year. On the 
other hand, the earnings of dollars will undoubtedly 
be somewhat larger. The drastic restriction of 
Canadian travel in the United States may make 
the net earnings from tourist traffic from 40 to 50 
per cent greater than in 1947. The subsidy to the 
gold mine industry (50 per cent of the cost of pro- 
duction in excess of $18 an ounce) is expected to 
stimulate moderately the output of the metal. 


Improved Position in 1948 


As it now looks, the 1948 dollar deficit will be of 
manageable size. The only question is how many 
U. S. dollars will be needed in 1948 for the re- 
demption of Canadian securities. It is anticipated 
that it will be less than in 1947, when the net out- 
flow of capital amounted to about $163 million. As 
a matter of fact, a net inflow of capital rather than 
an outflow is anticipated by some people. Investors 
in Canadian securities are not particularly disposed 
to unload their holdings at this stage; on the con- 
trary, interest in Canadian issues has been growing 
in recent months. 

If the deficit in Canada’s payments with the 
United States is around $500 million, as shown in 
our table, there should (Please turn to page 410) 
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29 composite picture of all corporations 
spending the vast sum of $14.7 billion in 1947 for 
plant and equipment provides food for serious 
thought, especially since 1948 outlays may be several 
billions larger. Should bust follow boom, this vast 
expansion in productive ‘capacity might compound 
industrial distress. On the other hand, the mére fact 
that many of the most astute and experienced man- 
agements have had the courage to embark upon the 
sizeable expansion and improvement program re- 
flects their confidence in sustained prosperity. 

Since only time can confirm the wisdom of these 
large scale capital investments over the longer term, 
it is opportune to study to what extent expansion 
and modernization seem to have benefitted selected 
concerns since the end of the war, how their sales 
and earnings potentials may have been enhanced. 
Now that a stage of genuine competition is being 
reached in many industrial sectors, at a time when 
break-even points have been pushed to record peaks, 
ability to deliver an increased flow of goods could 
measure in importance with sales aggressiveness. 
Pricing policies, unit costs, profit margins and net 
earnings may rationally hinge upon an enlarged 
output achieved as a result of big capital expendi- 
tures, regardless of how they have been financed. 
Shareholders in many important enterprises should 
soon learn that the enforced reinvestment of com- 
pany earnings in the business has reached the pay- 
off stage. On the other hand, situations where man- 
agerial efficiency has been responsible for an up- 
trend in volume and profits, with only a moderate 
expansion in facilities, are particularly encouraging. 

There is of course no set formula by which the 
relationship of volume potentials to plant capacity 
can be accurately gauged, or credit allotted for en- 
larged output sole to heavy expenditures for fixed 
assets. Too much depends upon just how expansion 
funds have been utilized, or the part played by re- 
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placement of obsolete equipment. Additionally, at 
times when demand is exceptionally strong, many 
concerns operate on a two or three shift basis to 
achieve large sales, the increased output absorbing 
cost advances that otherwise would markedly affect 
net profits. Policies differ widely in this respect, 
with some managements finding a distinct advan- 
tage in sticking to day shift operations, although 
substantial capital outlays may have been required 
to provide larger floor space and machinery. 

Of transcendent importance, too, is the element of 
long range planning that enters every expansion 
program, as well as the fact that until full com- 
pletion, large amounts of invested capital must re- 
main unproductive and overhead expenses remain 
swelled by abnormal expenses for engineering and 
supervision. Where money has been borrowed or 
senior stock issued to implement these programs, 
allowance for interest and preferred dividends tem- 
porarily narrows profit margins. Under current con- 
ditions, also, expanding sales have been often in- 
fluenced by higher prices rather than an increase in 
unit production, despite evidence that recent balance 
sheets reveal a marked uptrend in net property. Many 
concerns, furthermore, have been spending tremen- 
dous sums to establish research facilities, or in the 
case of the oil industry to step up exploration ac- 
tivities. In such cases the outlays have little bearing 
upon current productivity. 


Long Term Return on Investment 


By and large, however, it should be realized that 
while benefits have undoubtedly begun to accrue to 
this or that concern as a result of substantial ex- 
penditures for enlarged plant capacity, what counts 
most is the prospective return from the capital 
invested over a considerable period. Granted that 
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costs of construction and new machinery are now 
far above prewar, it is rational to suppose that the 
highly experienced managements characteristic of 
our leading corporations are fairly well convinced 
that they can win at least a fair return upon the 
big capital outlays involved. Otherwise, they would 
be shutting their eyes to the potential hazard of 
overproduction in near term years, and be swayed 
by ideas that bigness alone is a desirable goal. Most 
assuredly, the current trend towards large scale 
industrial expansion is based upon the most depend- 
able type of economic and business experience, with 
cool calculations of both risks and expectancies of 
the rate to be earned upon net worth over a pro- 
longed period. 

In line with this surmise, it is interesting to 
appraise the average rate of return upon net worth 
achieved by industry as a whole, or some of its 
segments, at various periods, for this may provide a 
clue to what many managements must be confidently 
expecting on the road ahead. According to a study 
of 1571 manufacturing corporations made by the 
National City Bank of New York for 1947, their 
aggregate net earnings before dividends were equal 
to about 17% of their net worth compared with 
12.1% in 1946. The concerns included in this tab- 


ulation represented a broad cross-section of the 
productive areas of the economy, eliminating oil, 
mining, utilities, transportation, amusements, trade, 
finance, etc. But since the largest manufacturing 
corporations are spending the most significant sums 
for modernization and expansion, a similar study 
of 100 of these by the same source is even more 
interesting, especially as comparisons with 1940 
figures were made. . 

Total net worth of these 100 largest manufac- 
turers expanded from $18.7 billion in 1940 to $26 
billion at the end of 1947, with the portion repre- 
sented by depreciated plant and equipment rising 
from $12.7 billion to $16.6 billion for a gain of 
about 31%. Total sales rose from $20.6 billion in 
1940 to $50.6 billion in 1947, or by almost 125%, 
but the rate of return—net income to net worth— 
rose only from 10% to 14.7%. In weighing these 
comparative percentages, it should be realized that 
sales during the past two years have been swollen 
by abnormally high prices, that net income has 
often been increased by non-recurring profits, and 
that a portion of the gain in net fixed assets still 
represents facilities that had not reached the utiliza- 
tion stage. Furthermore, the book value allotted to 
physical assets in company balance sheets is a 






















































































































































































Comparative Increases in Net Property, Sales and Earnings 
Net Property Net Sales——__—____ ———Net Per Share -— 
($ Million) ye 
A % Increase . % \stQuar. 
1945 1947 Increase 1946 1947 Increase 1948* over!946 1946 1947 Increase 1948 
Allied Chemical & Dye... $47.4 $100.4 112% $280.9 $365.9 30% $363.6 29% $12.06 $13.69 14%  n.a. 
Allis-Chalmers eae eS 28.7 40.9 42 93.8 211.9 125 265.6 183 def.06 1.69 oe $.88 
American Brake Shoe... 15.4 28.8 87 77.6 107.6 38 114.0 47 3.51 4.11 17 78 
American Radiator & S.S.......... 34.0 41.2 2! 120.0 200.0 66 206.0 3 96 1.90 99 48 
American Tobacco occ 18.7 32.8 76 764.1 819.6 790.8 a 5.96 5.70 4b 1.24 
American Woolen 0 -. ~—«- 222.8 27.6 22 170.8 175.9 3 195.6 14 21.05 15.37 27b 5.01 
Atlantic Refining ... ie 189.7 224.1 17 229.2 320.1 40 428.0 87 3.26 5.32 64 2.89 
Sarmsaqa @u 17.8 23.4 37 17.0 24.4 44 35.2 108 2.30 4.10 78 1.52 
LEONI eras 13.1 30.5 133 138.8 258.4 86 308.4 122 3.66 10.20 178 2.82 
EAS ol ee igs 7 4.1 141 10.2 n.a, n.a. 16.8 64 2.38 3.56 49 1.23 
Celanese Corp. . 62.4 117.9 88 135.2 181.1 34 229.2 70 2.36 3.83 62 1.63 
Celotex Corp. .. 5.2 19.1 267 33.1 46.9 42 54.8 66 4.17 6.59 58 1.91 
Crown Cork & = 25.4 31.4 24 62.2 81.4 31 92.4 4g 2.10q0 3.000 43 1.21 
Deere & Co 23.8 52.1 118 145.2 212.0 48 226.8 56 2.46 3.90 58 2.52 ¢ 
NOUN an Pen 225.3 361.6 60 648.7 783.4 21 880.4 36 9.44 9.88 4 2.46 
Easiman ocak... 83.2 144.1 73 264.4 334.6 26 368.0 39 2.85 3.46 22 n.a. 
General Electric .. 35.3 195.9 457 679.1 186.3 75 1,463.6 116 1.49 3.06 112 88 
Ganstarroods = ae 54.5 62 317.8 407.2 28 480.0 52 3.79 3.20 16b 1.24 
Goodrich, B. F. 48.6 75.1 55 361.4 410.2 14 354.8 2b 17.69 16.18 4b na. 
Goodyear Tire & Rubber... 70.0 11.5 59 616.5 670.7 9 652.8 6 16.07 10.93 32b na. 
CSUINROY Re 574.1 29 562.2 797.2 42 1,064.4 89 6.42 10.53 63 3.39 
Hercules Powder Rea 16.9 34.8 106 100.7 131.3 30 136.0 34 3.03 4.75 57 1.09 
Houdaille Hershey ... SE 6.9 12.7 84 34.5 56.8 64 46.8 36 1.35 4.61 242 .28 
International laa ‘Tedien . 70.5 82.9 18 119.4 144.5 21 153.6 28 7.49a 940a 26 2.674 
International Harvester 107.2 206.2 92 482.3 741.2 54 757.6 57 1.30a 3.36a 158 2.02 ac 
International Paper . 128.1 147.7 15 287.8 405.2 4l 424.4 48 7.98 15.02 88 3.68 
Johns-Manville ce occ 23.3 52.7 126 92.0 133.9 46 150.0 54 1.974 3.184 6l 77 
Monsanto Chemical ow = 30.5 83.2 172 99.6 143.4 ao 154.0 55 2.37 3.59 52 85 
National Cash Registev.................. 12.1 24.1 100 77.3 138.5 76 159.6 106 2.06 6.95 237 2.04 
9) et oe aes 8.5 15.9 87 58.5 73.7 26 86.8 48 2.04 4.61 125 1.96 
Remington Rand . be. Tule 19.6 53 147.1 162.2 iI n.a. re 3.56a 3.42 4b na. 
Technicolor, Inc... f 1.5 2.3 53 13.0 17.4 34 n.a. n.a, 48 1.56 225 44 
Union Carbide & token ae ene, [7 238.0 104 415.0 521.8 26 600.4 44 2.03 4 2.664 31 8la 
U. S. Steel 702.5 940.5 34 1,496.1 2,122.8 42 2,224.0 49 7.28 11.70 613.18 
Westinghouse Electric... 77.6 ~=——«*128.9 68. 30k7 =: 70348 133 973.2 224 65 3.58 452 97 
Worthington Pump & Machinery... 7.8 13.5 73 59.7 84.9 42 92.4 55 3.530 65.860 66 1.340 
*—First quarter sales projected into full year. a—Adjusted. Sa 
n.a.—Not available. b—Decrease. co—Six months. 
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combination of low prewar costs and high recent 
costs, but all depreciated at one modest and rigidly 
set rate. On balance, accordingly, it is difficult to 
use the different figures as a reliable basis for esti- 
mating future sales and earnings potentials, when 
attempts are made to gauge expectancies from gains 
in productive facilities. 


Previous Yardsticks 


Back in the late 1920s, however, most active cor- 
porations of every description earned about 10% 
on their net worth, as they also did in a rather 
normal year like 1940. During the interim period, 
the rate ranged from minus in 1932 to the higher 
figure mentioned just prior to the war, for an aver- 
age of around 6%. Since it is safe to say that man- 
agements generally consider the 1946-47 average 
of around 14.5% as too high to hold for long, it 
might be logical to assume that by and large they 
are confident of an average return of at least 8% 
on their net worth over the five-year period ahead, 
and in discussing net worth not only quick assets 
but fixed assets too form the base. In other words, 
if industry has spent close to $30 billion for mod- 
ernization and expansion in the last two years, net 
earnings of $2.4 billion should result annually from 
these improvements or the investment would prove 
hardly worthwhile, and it would be futile to borrow 
further sums for the purpose, least of all to attract 
additional equity capital. 

Getting down to individual company levels in ap- 
plying this assumed yardstick of potential growth 
based on increases in net property, allowance must 
be made for variations in the traditional rates of 
return achieved by different industrial groups, or 
the proven degree of efficiency of a given manage- 
ment. Although total net earnings of 22 tobacco 
manufacturers in 1947, for example, rose 16.8% 
over 1946, they earned an average of only 12.8% 
on their net worth, compared with 36.1% earned 
by a large group of cotton mills. 


Individual Examples 


On an appended tabulation, we show the net prop- 
erty of 36 concerns as reported at the end of 1945 
and 1947 in order to reveal postwar gains, along 
with sales and net income for 1946 and 1947. We 
will now discuss a few of these situations with a 
view to clarifying what relationship may exist be- 
tween gains in physical assets, sales and net earn- 
ings, or what bearing these ratios may have upon 
potential earning power. 

Since the end of the late war, Oliver Corporation 
has partly completed an expansion and moderniza- 
tion program that by next year should have about 
doubled its productive capacity. While the table 
shows a net gain of only about $7.4 million in physi- 
cal property from 1945 to 1947, by next October 
the company will have spent approximately $23 
million in this manner, with an additional $4 mil- 
lion planned for 1949. Sharply increased output, 
along with an insatiable demand for farm machin- 
ery, probably will push sales in the fiscal year to 
end on October 31 well over the $100 million mark 
for the first time in the company’s 100-year history. 
Net earnings for the current fiscal year are ex- 
pected to exceed $8 per share, compared with $4.61 
a year previous and $2.04 in 1946. Here we have a 
clear-cut case where a postwar improvement pro- 
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gram is now bearing excellent fruit and since the 
use of retained earnings have held borrowing to 
around $6 million, the outlook for the common 
stock in the long run has been substantially en- 
hanced. 

The net property account of American Radiator 
& Standard Sanitary Company expanded on the 
books by $7.2 million during the last two years, or 
by 21%, though in 1947 alone sales jumped 66% 
for a record of more than $200 million. By the end 
of this year the company will have spent an addi- 
tional $10 million for new production facilities, mod- 
ernization or replacement of present plants. In re- 
flection of enlarged output and well sustained 
demand, sales rose to $51.6 million in the 1948 first 
quarter and net income was 48 cents per share 
compared with 34 cents in the same period of 1947. 
Because record breaking construction activities 
throughout the country are indicated for several 
years to come, it looks as if American Radiators’ 
increased productive capacity will be used to the 
limit, with corresponding benefit to volume and net 
earnings as its improvement program nears com- 
pletion. Since per share net earnings rose to $1.90 
in 1947 from 96 cents in the previous year, the outlook 
for shareholders is encouraging. 


Small Investment, Large Return 


How a relatively small amount of capital invested 
in an improvement program can bring fortunate 
results is shown by the experience of Technicolor, 
Inc. This concern allotted about $3.5 million two 
years ago for its postwar expansion program, with 
an eye on speeding up the delivery of prints rather 
than a substantial increase in their number, though 
completion of the plan may double output if de- 
sired. About half of the increased capacity is al- 
ready being utilized with the lapse of time between 
picture shooting and delivery of prints cut by about 
three months. As a result of these constructive 
steps, net earnings soared to $1.56 per share in 
1947 compared with 48 cents in 1946, a gain of 
225% ; judging from 44 cents per share reported in 
the March quarter a further climb to above $2 
per share for the full year is indicated. Dollarwise 
this would mean net-earnings of around $1.8 mil- 
lion for 1948, compared with $436,000 in 1946, and 
substantial credit for the sizeable gain must be 
accorded to a relatively modest outlay of funds for 
the company’s improvement program. 


General Electric 


Going to the other extreme, our table shows that 
General Electric Company had expanded its net 
property account by 457% from the end of 1945 
through 1947, although dismantlements and depre- 
ciation amounted to $86.5 million during the period. 
Additions to plant and equipment totalled $201.8 
million during the interval cited. At the close of 
1947, the company was operating 125 plants lo- 
cated in 90 cities and 22 states, compared with 49 
plants in 42 cities and 16 states prior to World War 
II. This reflects in part expansion due to war re- 
quirements, but more especially the company’s de- 
centralization program and steps taken to keep 
production abreast with the unprecedented demand 
for electrical products now in full swing. By the end 
of 1948 General Electric’ expects its expansion and 
modernization will be (Please turn to page 410) 
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Al s home building on a nationwide scale is 
thriving lustily, approaching its summer peak and, 
as confidently expected, a historic record for the 
full year 1948, there is increasing questioning 
whether and how long the boom can continue in a 
steadily tightening mortgage market. 

There is no doubt about the pressing demand for 
new housing; it remains large and urgent and no 
early change is anticipated even if the building 
boom continues at top speed. While more than 1.3 
million permanent dwelling units have been com- 
pleted since the end of the war, there has been little 
indication that the increase in housing supply has 
more than offset new family formation; it has 
hardly made any inroads into the huge backlog of 
accumulated housing needs. 

3ut building booms must be financed. So far, 
thanks to easy money and extremely liberal Federal 
accommodations, this task was relatively simple, but 
lately things have taken on a different hue. Mort- 
gage money has been getting dearer and tighter for 
some time and on top of that, Congress has refused 
to engct any of the measures placed before it and 
designed to extend and broaden the National Hous- 
ing Act. The result is less liberal Government assist- 
ance, and jointly with the current tightening up on 
mortgage lending by financial institutions, it is 
feared this might well put a crimp in the housing 
boom. Whether it actually will, and to what extent, 
can hardly be predicted with assurance at this time 
but one thing is certain: Mortgage financing in the 
future will be neither as easy nor as cheap as it was 
in the last few years. Since such financing is the 
cornerstone on which the building boom rests, it 
stands to reason that any change in the situation 
will not be without longer range repercussions. 

A few data will illustrate the extent of the boom 
we have enjoyed thus far in residential housing and 
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building. During 1946 and 1947, between five and six 
million homes in urban and rural non-farm com- 
munities are estimated to have been acquired by a 
home-hungry populace. Of this number, less than 
114 million were newly built structures. The total of 
the homes acquired is estimated to have cost about 
$30 billion and of this amount, something like one- 
half was borrowed on mortgages. Lenders loaned 
about $20 billion on 1 to 4 family homes over the 
two-year period, but since mortgage debtors repaid 
or amortized mortgages to the extent of $10 billion, 
there was a net growth in the outstanding mortgage 
debt of only about $10 billion. 


Increasing Mortgage Debt 


Nevertheless, more people have incurred mortgage 
debts than ever before and the total now outstand- 
ing is the greatest in our history, both in absolute 
dollar terms and in relation to all private debt as 
well, of which it accounts for about one-fifth. By the 
same token, most types of financial institutions that 
habitually finance real estate now have more money 
loaned on mortgages than ever, and on terms prob- 
ably more liberal than at any time. Many are 
“loaned up” and unwilling to extend their mortgage 
portfolios. 

Traditionally, more than 60% of the nation’s 
home mortgage money has come from two general 
sources: (1) Savings and loan associations, arid (2) 
individuals and “others.” Mutual savings banks, 
commercial banks and life insurance companies, in 
that order, have supplied most of the remaining 
40%. But in the recent rapid increase of residential 
mortgage credit, commercial banks have played an 
increasingly important role, and undue liberality in 
the making of such loans at a time of extremely 
high national income has not only raised inherent 
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risks but strongly contributed to the great postwar 
inflation of real estate prices. Rates of interest have 
ranged as low as 4%, maturities as long as 25 years; 
not infrequently the amounts loaned have equalled 
the price paid for the property. Little wonder that 
real estate and building activity is booming but a 
boom of this type has also less rosy aspects. Because 
of the higher proportion of homes mortgaged, and 
the high prices paid for them, there has been cre- 
ated an important lien on the income of many con- 
sumers; their ability to maintain payments is de- 
pendent upon continuance of the current high level 
of incomes. If incomes drop, many will face trouble. 
Some already do. 


Reappraisal of Lending Standards 


The lenders of mortgage money are fully aware 
of the situation and this is gradually bringing about 
a reappraisal of lending standards. As a whole, they 
have little confidence in the permanency of present 
housing costs and prices and feel that interest rates 
permitted under Government-insured mortgages are 
too low, in view of the risks involved and existing 
alternative uses of funds. Hence they are treading 
more cautiously. 
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What’s more, many maintain that even Govern- 
ment guarantee cannot provide adequate protection 
against some of the risk involved in making mort- 
gages under present conditions. In this connection 
they have in mind: (1) The possibility that sharply 
falling prices will adversely affect the unguaranteed 
portion of the mortgage; (2) probable delays and 
expenses of foreclosure and guarantee claim pro- 
cedures, and (3) endangered public relations from 
possible widespread foreclosures. These are addi- 
tional reasons for diminishing enthusiasm in mak- 
ing mortgage loans, particularly at current rates. 
Thus the problem of home financing is bound to 
grow more worrisome after Congress cut off the 
cushion of liberal Federal mortgage insurance by 
failure to pass a housing bill. ““Fewer houses, larger 
down-payments” — was the immediate reaction in 
building circles as they are striving to adjust build- 
ing activity to tighter credit. 


Title Vi 


Here is what happened in the field of mortgage 
insurance. Title 6 of the National Housing Act 
which permitted Federal insurance of mortgages up 
to 90% of current construction costs expired on 
March 31. Congress extended it for 30 days but 
changed the basis of appraisal from current costs 
to “long term value” which, the building industry 
thought, was a heavy enough blow. Congressional 
failure to enact a housing bill made expiration of 
Title 6 final as of April 30. Home builders can still 
use Title 2 for their financing. But it’s less attractive 
as it only insures 80% of value as determined by the 
FHA. And it’s harder to get because Government in- 
spectors use “economic soundness,” not “need,” as a 
basis for granting the insurance, and they are loath 
to liberalize requirements to ease things for builders. 

This of course is an incisive change if one consid- 
ers that two out of every five new mortgages have 
been carrying a Government guarantee under the 
National Housing Act, quite apart from additional 
guarantees forthcoming from the Veterans’ Admin- 
istration, while the RFC stood ready to buy mort- 
gages from lenders who wanted to sell. All told, it 
has been estimated that almost nine-tenths of the 
total mortgage market received a Government guar- 
antee in one form or another, some as high as 100%, 
but this will now be changed. 


Some Projects Abandoned 


As a result, a number of speculative building 
projects have already been abandoned, particularly 
in the field of rental housing. Yet such action makes 
it far from conclusive that the housing boom kence- 
forth will droop. Should any marked slowing ensue, 
it won’t be evident for some 60 days or longer, for it 
will take that long for builders to finish projects 
started before Title 6 expired. And recent building 
starts (projects actually begun) have been exceed- 
ing expectations. 

During the first quarter, “starts” totaled 167,200 
compared with 138,100 last year. In April alone, 
they rose to 92,000 from 70,000 in March, and in 
May, work got under way on 97,000 new dwellings— 
highest monthly figure on record and nearly 25,000 
more than in May, 1947. Thus for the first five months 
of this year, “starts” numbered some 350,000, leav- 
ing about 600,000 yet to be undertaken if the official 
goal for this year of (Please turn to page 405) 
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HIGH 
LEVERAGE 


STOCKS 


By GEORGE W. MATHIS 


it cmahiinintans of the leverage factor should 
play an important part in appraising the pros and 
cons of every speculative commitment. This element 
in the equation may heavily influence shares prices 
during boom periods as well as when economic con- 
ditions deteriorate. For both constructive and de- 
fensive reasons, accordingly, investors should attain 
a clear understanding of the subject. 

Leverage, as the term implies, is a force that can 
push earnings on equities up or down far more 
rapidly than volatile operating profits might other- 
wise do. When the number of common shares is 
relatively small and company earnings are trending 
upward, the per share proportion of over-all profits 
is enhanced where rigid and substantial provisions 
for interest charges, senior dividends and operating 
overhead enter the picture. Under such conditions, 
the holders of senior securities benefit solely 
through increased evidence of safety of interest and 
dividend stability, while the balance of earnings 
available for the common stock sometimes piles up 
with astonishing speed. In turn this often leads to 
increased dividends and a natural uptrend in the 
prices of the common shares. 


Leverage Acts Both Ways 


When lean times set in, however, capital leverage 
tends to speed up a decline in per share earnings 
on the common, presenting a distinct hazard when 
break-even points are high, interest charges and 
senior dividends substantial. The leverage factor, 


JULY 17, 1948 


it will be noted, is a two- 
sided proposition, ad- 
vantageous in prosper- 
ous times but prejudicial 
at intervals. 

Informed traders and 
investors are well aware 
of the price potentials 
created by leverage, that 
equities possessing sub- 
stantial elements of this factor sometimes outdis- 
tance the general market with price gains larger 
than their investment fundamentals warrant. In 
like manner this class of stocks becomes a favorite 
football of the bears during reactionary periods, 
their prices often reaching far lower marks than 
they deserve. Provided an investor knows when to 
accept good profits, and recognizes merit in over- 
deflated shares when such merit exists, leverage 
stocks provide an interesting speculative medium. 


Typical Leverage Industries 


In the steel, rubber, textile and farm equipment 
industries, heavy capital requirements are char- 
acteristic and sizable operating overhead is usually 
the rule. Where the number of common shares of a 
concern is large in proportion to senior securities, 
impressive in amount though the latter may seem, 
the leverage factor loses force. But where common 
stock capitalization is relatively small in relation to 
senior obligations, capital leverage becomes pro- 
nounced. By careful study, we have selected an out- 
standing concern in each of the industries men- 
tioned where operating overhead and capitalization 
combine to create a fairly high degree of leverage. 
Of course similar situations could be found in other 
industries, but our selections have been made in 
fields where the present outlook points to a sus- 
tained period of good earnings, and due to the 
leverage factor, to fairly high per share net. 

Because some of our speculatively minded readers 
favoring leverage stocks might prefer to spread 
their risk over the shares of several sound con- 
cerns, the ‘“package’’ we suggest will solve problems 
of selectivity. On the following pages we present 
thumbnail studies of these four concerns, including 
charts to show market action over a considerable 
period, balance sheets data to reveal changes since 
1940, and brief comments on the outlook for the 
individual companies. The capital set-up of the vari- 
ous concerns is naturally of prime importance in 
appraising the leverage factor upon which our selec- 
tions are based. As for advice in respect to timing 
of commitments, we suggest that you take advan- 
tage of the counsel by Mr. A. T. Miller regularly 
offered in our publication. 

Since, as we have pointed out, the leverage stocks 
have both pros and cons as to market volatility, de- 
pending upon the period in which they are held, it is 
obvious that more than usual care must be exercised 
in appraising economic conditions ahead. For this 
reason we have selected concerns marked with satis- 
factory prospects during the medium term. There 
would be no reason.in holding these special stocks, 
on the other hand, if a time arrived when their sales 
and earnings potential began to arouse doubts. In- 
vestors would do well, accordingly, to watch condi- 
tions carefully after including leverage stocks in 
their portfolios. 
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JONES & LAUGHLIN STEEL CORPORATION 


BUSINESS: Company is the fourth largest steel concern, with an ingot 
capacity of approximately 5,000,000 tons a year. Operations are inte- 
grated. Chief products are Pipe, tin plate, sheets, strips, bars, wires, 
plates, shapes, track accessories and ordnance. In addition, a subsidiary 
is a large distributor of oil field supplies. 


OUTLOOK: Although handicapped by a disproportionate reliance on 
heavy steel sales and heavy overhead, which resulted in sizeable deficits 
during the depression, the company in 1940 staged a sharp recovery and 
set new successive sales peaks during the war. Frozen prices, rising costs, 
and excess profits taxes prevented net income from keeping pace. Never- 
theless, satisfactory results were obtained, culminating in new peaks last 
year, when record sales of $350 million produced a net income of $22.38 
million, surpassing the previous war-time peak of $15.5 million. With 
demand for steel continuing unabated, new record sales are in the offing. 
Profit margins may narrow because of higher costs; however, prospective 
price increases should widen them once more. In addition, the company 
is expected to benefit from extensive plant improvements and an increas- 
ing proportion of production in lighter steels and higher-priced products. 
Reflecting larger steel shipments at somewhat higher prices, operating 
income more than doubled last year, resulting in earnings of $8.46 per 
share, compares with $3.75 in 1946. Although per share earnings for the 
first quarter of this year were moderately below the similar period last 
year, $1.93 vs. $2.41, full year earnings should compare well with those 
of prior years. Resources appear adequate. A long term debt of $60 
million and 293,568 shares preferred stock come ahead of 2,476,502 
shares of common. 


DIVIDENDS: Disbursements during the last seven years have been some- 
what conservative. They will probably continue so in view of the large 
expansion and modernization program. Current rate is 50c quarterly. 


MARKET ACTION: Cyclical nature of the steel industry, combined with 
large overhead, impart volatile characteristics to the issue. Recent price 
of 35 compares with the year's range of 375% high—29!/, low. 


COMPARATIVE BALANCE SHEET ITEMS 


December 31, 














1940 1947 Change 
ASSETS (006 omitted) 
ar oO ee eee Sma Se $ 15,427 $ 37,205 +$ 21,778 
Partcatatle Gecwrbiles ..........cccccccccccvcsss —savennes 22,065 + 22,065 
NOE RUD coc cncciciecsoessteeiesasiusssensie 17,226 27,851 + 10,625 
siti cnc oneinicneetansabeneiiiies 47,743 50,249 -: 2,506 
TOTAL CURRENT ASSETS........................ 80,396 137,370 + 56,974 
Plan? and Equipment............................+ 257,218 366,697 109,479 
Less Depreciation ....................cccceeeeeeeeee 103,233 190,994 87,761 
Ne: Property 153,985 175,703 + 21,718 
Other Assets ....... 6,097 28,256 + 22,159 
TOTAL ASSETS $240,478 $341,329 +$100,851 
LIABILITIES 
ResSwANS Payable .....0....000ccccessscccverccesese $ 5,680 $ 18,953 +$ 3,273 
Reserve for Taxes.............. 7,249 20,948a + 13,699 
Other Current Liabilities.......... 5,955 8,632 +- 2,677 
TOTAL CURRENT LIABILITIES. 18,884 48,533 + 29,649 
Long Term Debt................... 42,224 60,094 + 17,870 
Reserves ................ 3,488 1,622 a 1,866 
Capital ... 116,346 125,864 te 9,518 
a 56,798 102,361 + 45,563 
TOTAL LIABILITIES ...... $240,478 $341,329 +$100,851 
WORKING CAPITAL .... $ 61,512 $ 88,837 +$ 27, — 
SD seciinivnvsnsscvvesirnessosssossase 4.3 2.8 — 1.5 


o—Accrued Taxes 


392 


























DEERE & COMPANY 


BUSINESS: Company is the second largest farm machinery manufacturer 
and distributor. It produces a full line of wheel-type tractors, planting, 
cultivating, and harvesting machinery. Tractors normally account for 45% 
of sales; tillage lines for 35%; and threshing and harvesting machinery 
for the remaining 20%. 


OUTLOOK: Sales and profits follow closely the changes in farm income. 
Only in two years have deficits been incurred, and that was at the height 
of the depression. Since then progress has been good, with only a tem- 
porary pause during the 1938-39 recession. Net sales last year surpassed 
even the best war years, establishing a new peak of $212 million. Net 
income was $13.86 million, or $3.90 a share, compared with $2.46 the 
previous year. With a large accumulated demand for farm equipment 
and with substantial purchasing power in the hands of the farmers, pros- 
pects for the next few years appear highly promising. The company has 
completed new financing to provide additional funds for further expan- 
sion and development purposes. Earnings for the six months ended April 
30 were $2.52 a share, compared with $1.68 for the corresponding period 
the previous year. With steadily increasing sales in prospect and with an 
indicated improvement in profit margins, earnings for the current fiscal 
year may well top the $3.90 reported for 1946-47. The extension of mech- 
anization to small farms enhances the longer-term outlook. Company’s 
financial position is strong. The 3,004,362 shares of common stock are 
preceded by $19.5 million in 234% debentures and 1,543,000 shares of 
preferred stock. 


DIVIDENDS: Company has paid fairly liberal dividends in recent years. 
Current rate of 25c quarterly may be increased or should continue to be 
supplemented by an extra. 


MARKET ACTION: Because of large senior requirements, stock has con- 
siderable leverage. Current price of 3? compares with the year’s range 
of 46!/g high—35!/2 low. 

COMPARATIVE BALANCE SHEET ITEMS 


October 31, 
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Change 
ASSETS (000 omitted) 
NS ee $ 15,156 $ 47,348 +$ 32,192 
Marketable Securities gevsaice 31,888 + 31,888 
IBIS IUINE a cccccs cus icecscssisiocoseceoncet 48,595 28,187 — 20,408 
i cn cnn houpwanesdvacventice 22,897 67,140 + 44,243 
TOTAL CURRENT ASSETS........................ 86,648 174,563 + 87,915 
Plant and Equipment 46,624 90,724 + 44,100 
Less Depreciation ........................08 25,364 38,624 + 13,260 
IEE luicies cin sibnds saatnongshskboedieass 21,260 52,100 + 30,840 
|S a ARR aa a een a ere 3,745 2,237 _— 1,50) 
oN | Se eR r mmm | $228,900 +$117,247 
LIABILITIES 
Accounts Payable and Accruals.............. $ 2,724 $ 12,662 +$ 9,938 
Reserve for Taxes..................... ro 5,076a 17,042a + 11,966 
Other Current Liabilities........ 1,240 4,810 ~f 3,570 
TOTAL CURRENT LIABILITIES.. 9,040 34,514 + 25,474 
EN Er eS 19,500 + 19,500 
Reserves .............. 10,720 23,122 + 12,402 
= rostsee 61,080 60,960. — 12 
IS er ea aN 30,824 75,802 + 44,978 
TOTAL. LIABILITIES .......... $111,653 $228,900 +$117,247 
WORKING CAPITAL ........ $ 77,608 $140,049 +$ 62,441 
ics nina aka ssndneapnb daiagnasys 9.6 5.0 — 46 
a—Accrued Taxes 
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UNITED STATES RUBBER COMPANY 


BUSINESS: Company is one of the world’s largest manufacturers of rubber 
goods. Normally it derives about one-half of its revenues from tires and 
tubes, and the remainder from mechanical rubber goods, rubber footwear 
and clothing, latex compounds, chemicals, and miscellaneous products. 
Four Government-owned synthetic rubber plants are also operated. 


OUTLOOK: Achieving a steady sales gain almost unintertuptedly during 
the last ten years, the company has made a remarkable recovery from 
the slack prewar years. The peak was established last year with sales of 
$581 million. However, larger depreciation, interest and tax charges 
caused a slight decline in earnings, from $23.2 million in 1946 to $21.7 
million in 1947, or from $10.23 per share to $9.39 per share. Although 
the demand from replacement markets is expected to be lower, expanded 
original equipment tire requirements should partially offset it; while fur- 
ther benefits should accrue from the expanding use of mechanical rubber 
goods, Lastex, and other divisions. Altogether, while sales may not top 
the previous year's peak, the contraction is expected to be moderate, 
with a long term assist from the synthetic rubber program. Reflecting 
higher costs and greater emphasis on lower-priced lines, earnings of $1.87 
per share for the first quarter of this year was 15% below last year. 
However, the outlook is distinctly favorable and future earnings are ex- 
pected to be excellent. Large plant outlays, peak volumes, and heavy 
inventories necessitated the sale of two bond issues in 1946-47. Also, 
651,091 shares of preferred stock precede the 1,761,092 of common. 


DIVIDENDS: Dividends have been paid for the last seven years at a 
fairly liberal rate. Current rate is $1 quarterly. $4 was paid last year. 


MARKET ACTION: Because of heavy prior charges, the common stock is 
generally more volatile than other issues in the rubber group. Recent 
price of 49 compares with the year's range of 4952—38!/. 
COMPARATIVE BALANCE SHEET ITEMS 
on Socmiee % 














1947 Change 

ASSETS (000 omitted) 

I cis seiscaseustcvcentitteiees aa $ 20,010 $ 52,540 +$ 32,530 
Marketable Securities ...................... 535 10,746 + 10,211 
WENN TONE aoe. cvccececians coccinea ccecconensse 36,108 67,493 + 31,385 
DIOMNOID co nccssccecceeccsses 64,455 121,362 + 56,907 
TOTAL CURRENT ASSETS. 121,108 252,141 + 131,033 
Plant and Equipment 136,938 259,909 + 122,971 
Less Depreciation ............. sais nianibauiiaiebonen 89,011 177,829 + 88,818 
WE NS caicesn vest scsccesscraseisrencssiosceyes 47,927 82,080 + 34,153 
Other Assets ... 3 23,770 14,161 oa 9,609 
TRUE TIED coseccncsaussscstvecvecdvecstixensives $192,806 $348,381 +$155,575 
LIABILITIES 

Accounts Payable and Accruals.............. $ 23,906 $ 38,024 +$ 14,118 
TI a ois ses edie dances ssce sece 9,010 24,923 + 15,913 
Other Current Liabilities 5,646 19,042 + 13,396 
TOTAL CURRENT LIABILITIES.................. 38,562 81,989 + 43,427 
Rett POI IIE < oo. c occ c cc ceccscecsaseserccenssnes 41,067 98,000 + 56,933 
Reserves 5,706 11,985 ot 6,279 
MII hans cos cckbaccasei cies cectie vecasecovesobuaseeys 82,470 82,720 ot 250 
Surplus 24,600 72,590 + 47,990 
TOTAL LIABILITIES ...........0...000.00000........ $192,806 $348,381 +$155,575 
WORKING CAPITAL |... ee $ 82,546 $170,152 +$ 87,606 
CURRENT RATIO .....2.........0000005. bch at ee eS 
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RAYONIER INCORPORATED 


BUSINESS: Company's primary production consists of special types of 
highly refined bleached sulphite pulp for use in the manufacture of rayon 
filament yarn, cellophane, staple fibre used as a substitute for cotton 
and wool, and for conversion into various other cellulose products. Print- 
ing and writing papers are also produced. 


OUTLOOK: Reflecting the rapid expansion in demand of rayon grade 
pulp, the company enjoyed good earnings during the 1937-38 period. 
Affected by business trends and the war, subsequent years witnessed 
fluctuating earnings, topped by all-time peaks established in 1947 when 
total sales of $50 million produced a net income of $8.51 million, equiva- 
lent to $7.30 per common share compared with $1.68 the previous year. 
With the demand for the company’s products continuing to exceed avail- 
able supplies, further gains are expected because of expanded capacity 
and higher prices. With greater operating efficiencies coming into play, 
final net income is expected to top last year’s by a good margin. This is 
well borne out by the $2.16 per share earned during the first quarter of 
this year, which is an increase of 37% over the corresponding period last 
year. The company’s lower-than-average production costs place it in a 
strong position to meet domestic and foreign competition, while the 
favorable longer term outlook for rayon indicates good earnings for the 
future. Finances are sound, with working capital at a new high at the 
1947 year-end. Bank loans of $18 million and 626,205 shares of preferred 
stock precede the 993,871 shares of common. 


DIVIDENDS: Liberal dividends were paid during 1941-1943 inclusive, 
omitted during the next three years and resumed again last year. 75c has 
already been paid so far this year with further disbursements indicated. 


MARKET ACTION: Heavy prior charges provide considerable leverage 
and make the issue volatile. Recent price of 34 is close to the year’s high 
of 35!/4. Low for year is 22!/o. 
COMPARATIVE BALANCE SHEET ITEMS 
December 31, 
1940 














1947 Change 
ASSETS (000 omitted) 
(Rae ae sank .. $ 933 $ 5,726 +$ 4,793 
Marketable Securities ......................0. ; scceuaed 4,454 + 4454 
Receivables, net ......... _ 2,575 4,678 + 2,103 
Inventories ................. 3,559 7A74 + 3,915 
I I ian nisiccessccsceesssécecase’ | Séqumeans 415 aad 415 
TOTAL CURRENT ASSETS... evodsdupnaeedse 7.067 22,747 + 15,680 
Plant and Equipment............................ 32,768 56,291 + 23,523 
We I soe i sensidensoccaccueacnasses 8,644 18,617 + 9,973 
Net Property : 24,124 37,674 + 13,550 
Other Assets 338 2,103 + 1,765 
TOTAL ASSETS .... $31,529 $62,524 +$30,995 
LIABILITIES 
a aoa cicee csbtnncs 600 $ 2,000 +$ 1,400 
Accounts Payable and Accruals....... asenne 1,228 3,802 + 2,574 
Reserve for Taxes......................0: at 497 a a 
Other Current Liabilities......... 419 464 _ 45 
TOTAL CURRENT LIABILITIES.. 2,744 6,266 + 3,522 
Long Term Debt....... 6,500 18,000 + 12,500 
Capital ... 16,619 16,4649 a 3 
Surplus ... 5 17,278 + 11,612 
TOTAL LIA $31,529 $62,524 +$30,995 
WORKING CAPITAL . .. §$ 4,323 $16,481 +$12,158 
I No sees cot cs csdanct decascccsccaamiacs 2.5 3.6 + 411 
a—Included in Marketable Securities 
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By RICHARD COLSTON 


| that summer has arrived, the annual 
rush towards the soda fountains and purveyors of 
bottled beverages has set in. With consumer spend- 
ing power at record peaks, one might expect 1948 
sales and earnings of the leading soft drink pro- 
ducers to become correspondingly bright. But while 
this may prove true in some cases, several of the 
leading firms in this field have experienced rather 
tough going in the last two quarters and any basic 
near term improvement will depend upon a number 
of factors. 

The lifting of sugar controls and promise of ample 
suppplies of this important ingredient, along with 
signs of a downtrend in prices for flavorings used 
by this industry, have provided encouragement. But 
a rise in bottle prices last spring, along with excep- 
tionally heavy promotional outlays, seems to have 
narrowed profit margins at a time when volume 
of some of the better known concerns was develop- 
ing a downturn. 

Although 1947 as a whole proved satisfactory 
earningswise, net of several leaders began to slip 
in the December quarter and results in the first 
three months of 1948 was, if anything, even more 
discouraging. Volume and earnings of the firmly 
established Coca-Cola Company ran counter to the 
general trend, however, indicating that highly com- 
petitive conditions have in part accounted for the 
divergent results reported by the various units in 
the industry. 

Since the average consumption of carbonated 
beverages has about doubled during the last ten 
years to reach a point where about 140 bottles of 
low-priced “pop” constitute the annual per capita 
figure, it can be safely predicted that the industry 
will retain its traditional stability and potential 
for long term growth. Temporarily, at least, the 
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shrinking value of a five cent piece seems to have 
raised quite a barrier of price resistance among the 
youngsters who so substantially bolster the market 
for soft drinks. Now that they often are asked to 
pay an extra penny or so for their favorite nickle 
drinks, they look elsewhere or just buy less. Those 
of the soft drink producers who have attempted 
to unload their higher costs upon distributors by 
forcing catch-as-can pricing policies at the retail 
level, are now struggling to regain their former 
status in the face of severe competion. That their 
problem is serious appears evident in scanning re- 
cent quarterly reports. The five cent drink has be- 
come an American institution so firmly established 
as to defy economic forces in the long run, seem- 
ingly. Juvenile consumers of soft drinks apparently 
are even more price conscious than their elders. 


Mounting Competition 


Because the manufacture of soft drinks is so 
simple and the earnings achievements of some of 
the outstanding companies have been so satisfac- 
tory for decades past, competition in the field has 
steadily increased. Those concerns that confine their 
operations mainly to producing syrups, leaving the 
bottling and distributing of the final beverage to 
concerns with exclusive market rights, have some- 
times made signal successes and so have their 
licensees. The flavoring syrup comprises only about 
5% of the finished product, the balance being merely 
charged water supplied by the bottlers or at the 
soda fountains. Since operations are highly mechan- 
ized all along the line, the cost of wages is a minor 
factor. For all of these reasons, any number of new 
concerns have tried to invade the soft drink field, 
and due to the large number of veterans who were 


THE MAGAZINE OF WALL STREET 











i hon s/s ast e 2... 


—_— oF a 


~ 








t 


e 
e 


il 
Yr 


= 


= 


1- 
ly 


30 
»f 
C- 
1S 
ir 
1e 
to 
e- 
ir 
at 
ly 
1e 
n- 
or 


d, 
re 


ET 
















































































Statistical Highlights of Leading Soft Drink Companies 
Earnings Per Share ——- Price- 
— 1936-1939 — Dividend Dividend 1947-48 Recent Earnings 
High Low 1946 1947 Interim Reports 1947 Yield Range Price _— Ratio 
Canada Dry $ .63 $ .12 $1.07 $1.31 $ .43 6 mos. March 31 $ .60 4.6% 1712-125 $13 10.0 
CE oT Sg ee 4.66 5.74 7.60 1.39 3 mos. March 31 5.00 3.0 1914-141 168 22.1 
Dr. Pepper eects, Ee 94 1.88 1.49 -16 3 mos. March 31 1.00 5.9 34 -16 17 11.4 
Hires (Charles E.) a bi 1.50 2.35 def.98 6 mos. March 31 1.20 5.4 29%-20 22 9.3 
Liquid Carbonic OER 1.62 1.38 2.40 37 6 mos. March 31 1.00 5.0 30!/2-18 20 8.3 
PONGINOS 94 47 1.37 1.42 -19 3 mos. March 31 85 5.3 241/2-15'/4 16 11.2 
UO A eee 86 ai 1.09 1.18 e.16 3 mos. March 31 95 6.8 34!/4-13!/, 14 11.8 
e—Estimated. 














able to finance local bottling companies, competition 
all over the country has substantially swelled since 
VJ-Day. 

What many of the new comers, as well as certain 
of the better established concerns, have learned is 
that the main capital risk in this specialized field 
involves promotional expenses. The Coca Cola Com- 
pany not only spent a fortune in winning consumer 
popularity for its product, but at no time has 
changed the price from the basic five cent level. 
Such competitive policies have forced numbers of 
small newcomers in the industry to throw up their 
hands of late, and have established a stiff barrier 
for all concerns to surmount. Profit margins and 
working capital resources of many contenders in 
the battle for consumers’ favor are now being 
pinched by record breaking advertising expenses 
of various description. 


Varying Policies 


Since the manufacturing, promotional and dis- 
tributing policies of the stronger concerns in the 
industry vary considerably, and diversification of 
output affects their operations in no small degree, 
it is essential to study their near term potentials 
individually. In this connection we have prepared 
in tabular form some statistics covering seven well 
known producers of soft drinks. These figures show 
recent net earnings compared with earlier periods, 
current dividends and other factors relating to their 
shares. In studying the earnings of recent interim 
periods as shown, it should be realized that 


produce most of its main specialties locally, and is 
now selling extracts to bottlers in 25 foreign 
countries. 


Diversification Aids Earnings 


Increased imports of Johnny Walker Scotch 
Whiskey and Cinzano vermouth helped to push the 
company’s total sales for the fiscal year ended 
September 30 up to above $45 million compared 
with $37.5 million for 1946. Subsequent gains in 
the two following quarters make it probable that 
in fiscal 1948, volume may reach at least $60 mil- 
lion. Net earnings kept well in line with the rise in 
sales, reaching $1.31 per share for fiscal 1947 and 
42 cents per share in the December quarter. In the 
first three months of 1948, though, net earnings 
dropped to a nominal one cent per share although 
sales were about a million larger than in the same 
period of 1947, reflecting a combination of heavy 
costs and bad weather. 

Since the company’s strong financial status has 
enabled it to modernize and expand its facilities 
substantially and aggressive sales activities have 
enlarged the number of its bottlers, net earnings for 
fiscal 1948 should be comparable to those of the 
preceeding year and the dividend is probably secure 
on a conservative basis of 15 cents per share 
quarterly. Prospects of medium term appreciation 
lend some speculative appeal to the shares, now sell- 
ing at a low around 13 in contrast to a 1947-48 
high of 1714, though (Please turn to page 405) 





these cover a period unusually affected by 
seasonal influences, in particular severe cold 
weather. As mentioned earlier in our dis- 

, J : 590 
cussion, the industry’s harvest season has 
now just started. 


Canada Dry 
500 
Canada Dry Ginger Ale, Inc. has suc- 
ceeded in making satisfactory progress dur- 
ing recent periods when some of its com- | 4° 
petitors were less fortunate. This concern | , as 
has an advantage in producing not only its 
popular ginger ale, but such firmly estab- i 
lished items as Canada Dry Water, Tom | t4o 
Collins Mixer, Spur, Hi-Spot and Ru-to (root 
beer). Taking a lesson from experience, | '3° 
Canada Dry is rapidly adjusting its opera- 
tions to include five-cent bottled soft drinks 
among its products. At the same time the ] 110 
company is now licensing its large number of 
bottlers in the United States and Canada to 
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July 


Going back fifty years, the 
market has had a net advance for 
the month of July about twice as 
often as it has had a net decline. 
Thus, the _ so-called seasonal 
“tendency” is favorable, but by 
no means infallible. Odds of 2-to- 
1 never imply a certainty. They 
imply a probability, subject to up- 
set. However, the temporarily 
brisk sell-off within the final week 
of June and the preceding weeks 
of consolidation unquestionably 
got the July market off on a 
somewhat strengthened technical 
basis. This column sticks to its 
guess of a fortnight ago that July 
will be an up month, without any 
opinion whether it will be so by a 
little or a lot. However, most com- 
mon stocks are far removed from 
the bargain counter, and it seems 
highly improbable that we are in 
a sustained bull market of such 
types as 1924-1929, 1932-1937 or 


1942-1946. Thus, there is more to 
be said for paring down specula- 
tive holdings on summer strength 
than for general accumulation. 


Tax Factor 


The change in the tax law and 
especially the adoption of the 
“community property” provision 
might tend to encourage short- 
term speculation, and thus make 
for more violent interim swings 
in the market than we have seen 
for some years. This is something 
to be watched, experience with 
the new tax factor to date being 
too limited to justify any very 
firm opinion. However, the 
change must have at least some 
influence. For example, a well-to- 
do person might feel bullish on 
the market for this summer but 
dubious about where it might be 
six months hence. Under the pre- 
vious taxes, not many such per- 
sons would risk buying for the 


























INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1948 1947 
er REIN Scoot sooo, «oc auaesccutaeeectocesonees Year Mar. 31 $8.05 $5.98 
Cobden PSHM «555.560.6650. Year April 30 2.34 1.08 
ND INI, Sv sevoseseevecrcenend scbseerivecerseeus 9 mos. May 31 8.53 5.07 
EE Ao a PRI siivcns ccc cccsccaisvsesescsscvics 6 mos. April 30 4.35 3.34 
Oklahoma Natural Gas ...........00....... 12 mos. May 31 4.37 3.15 
een Se ee ne 3 mos. May 31 -85 32 
ND te ND he. Sees cevicsecsscnscoaes 5 mos. May 31 2.36 1.67 
SUSHI coche cshiccbsssscacasehccntaccsecwusberact Year April 30 5.28 3.71 
Walker (Hiram)-G. & W...................0.00: 9 mos. May 31 7.57 5.37 
Zenith Radio ......... isupicesbed ee Rete pees Year April 30 7.08 1.21 
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objective of short-term profits. 
Now the percentage of any short- 
term profit which this person can 
keep, after taxes, is sharply in- 
creased. Other things being equal, 
the new deal in taxes should con- 
tribute something to the summer 
market rise this year, and the in- 
creased willingness to cash short- 
term profits should make the en- 
suing set-back a dandy. This rise, 
begun in mid-march, is already 
about four months old. Many peo- 
ple who bought on it will not feel 
bound to wait, as before, for the 
six months dividing line on their 
holdings. They are free to decide 
on a logical selling spot at any 
time. It seems probable, there- 
fore, that a good summer move 
would bring plenty of profit-tak- 
ing without too much delay; and 
that a disappointing summer per- 
formance would also’ induce 
profit-taking. 


Rail Action 


The Dow rail average shoved 
up to a new high for the year, by 
a decisive margin, in the first 
week of July. This will encourage 
those who feel bullish only so long 
as the rail and industrial aver- 
ages are moving “in gear” in the 
right direction. If you look at the 
charts you will see that there has 
been only a moderate net change 
in the level of both averages since 
the middle of May. Yet the fact 
remains that both made new 
highs simultaneously in May, 
both made new highs at different 
times in June and now the rails 
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have led the way in July. Thus, 
the averages remain “in gear’. 
Immediate technical interest 
shifts back to the industrials, 
which led in June and which will 
now be called on to “keep the pot 
boiling”, if they can. 


Rail Policy 


Rails still have a favorable 
speculative environment in a 
short term sense. Year-to-year 
earnings comparisons, on a 
monthly basis, are good; and the 
ICC decision on the final freight- 
rate boost is nearby. It will 
probably give the railroads some- 
thing more, on top of three in- 
terim rate increases since last 
October. But a shift in market 
thinking before very long seems 
almost certain. The definitive rate 
decision must be the last for at 
least an extended time to come. 
When the rails have this, it be- 
comes only a question of time be- 
fore the temporarily augmented 
earnings are eaten into by un- 
avoidable additional concessions 
to the rail unions, or by increased 
costs of supplies or by lower 
traffic. In other words, when this 
decision is out of the way you 
have a situation in which, from a 
market standpoint, bad news for 
the rails may be more probable 
than additional good news. 


Paper 


The seller’s market for the 
paper industry is practically over. 
The domestic expansion of pro- 
ducing capacity, plus increasing 
imports of pulp, have brought 
supply into close balance with de- 
mand. Competition is increasing, 
particularly as regards magazine 
and book papers. There is some 
pressure on margins, and profits 
in most cases probably have 
passed their peak or are about at 
it. Long term prospects remain 
good for integrated and certain 
specialized companies, including 
makers of paper containers. This 
column continues to like Suther- 
land Paper as a reasonably priced 
long term growth stock. 


Union Oil 


How much further the extraor- 
dinary bull market in oil shares 
might go is hard to say. On the 
one hand, all the stocks are high 
compared with past top market 
prices. On the other hand, earn- 
ings are even higher, when com- 
pared with the past; and there is 
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nothing temporary in the oil 
boom. At the same time, however, 
there. is some question about the 
adequacy of depletion charges and 
hence about the reality of stated 
earnings. This column suggests 
that oils have to be appraised 
very carefully on an individual 
basis, and that dividends are 
probably a sounder basis for fig- 
uring market values than earn- 
ings. The latter is especially true 
where the long term dividend 
record has been good, yet under 
a conservative policy. A case in 
point is Union Oil of California. 
Dividends have been paid each 
year since 1916. The management 
is conservative. Putting two and 
two together, we figure that the 
indicated $2.50 a year dividend 
rate, recently. adopted, will prob- 
ably be paid for an indefinite time 
to come. The current yield is over 
6.5%. In time, a stock of this 
quality could well sell on a yield 
basis of 5% to 5.5%, or perhaps 
somewhere between 45 and 50, 
compared with around 39 as this 
is written. 


Steels 


Allowing for the strong supply- 
demand outlook of the steel in- 
dustry, it is this column’s belief 
that the steel stocks are behind 
the market; and that is particu- 
larly so of U. S. Steel. With the 
Dow industrial average now ap- 
proximately at its 1937 high, this 
stock is over 40 points under its 
own 1937 high; yet in terms of 
assets, earning power and divi- 
dends it is manifestly a much bet- 
ter stock than it was 11 years 
ago. If the market has a summer 
move, this column can see no rea- 
son why Big Steel should not be 
one of the leaders thereof, re- 
gardless of whether steel-owned 
coal mines are strike-stopped in 
the dispute with Lewis. Stocks 
rarely sell off on strike news ex- 


cept when the market is soft any- 
way for other reasons. 


Building 


One must wonder whether the 
residential building boom has a 
great deal further to go, at least 
until it is solidified by a good 
shake-down. A very large number 
of dwellings have been put up 
during the last two years, at fan- 
cier and fancier prices. The de- 
mand-at-any-price must be sub- 
stantially satisfied; and mortgage 
money is tightening. The season- 
ally high volume of new contract 
awards in recent months could 
well prove a peak for some time 
to come. Profits of building ma- 
terials makers can hardly get bet- 
ter than they are now. The next 
change, then, must be downward. 
Most building stocks have ad- 
vanced considerably, some great- 
ly, since March. This column 
would be more interested in tak- 
ing profits in periods of market 
strength than in new buying. 


Trouble 


One trouble with the market is 
that it is much easier to make a 
case, on generalities, for a sum- 
mer rise than to find stock groups 
or individual issues which look 
enticingly attractive at prevailing 
prices. In too many cases there is 
something to worry about; and 
after you comb the list and come 
up with a few likely “candidates” 
you feel yourself to be lukewarm 
toward most of these, rather than 
enthusiastic or fully convinced. 
When the experienced analyst 
runs into this kind of trouble, he 
is forced to question whether the 
market is as strong as it looks 
and how long it may continue to 
look strong. In a really bullish 
situation, there ought to be plenty 
of statistically demonstrable and 
appealing values to be cited. 


























DECLINES SHOWN IN RECENT EARNINGS REPORTS 

1948 1947 
Pema I id ei nee ncdn wesc Yeer April 30 $1.04 $1.61 
Bristol-Myers ...................... 3 mos. Mar. 31 78 1.02 
Brown-Forman Distillers ............................ Year April 30 8.93 9.74 
WOW eiet SIGEOG 5 << <..5ce 5 cdscccleciccciicesscassscicced) VOIR OS 4.49 5.47 
Eagle-Picher Co. ................ Niplcvaactaueys ides 6 mos. May 31 2.10 2.47 
Firestone Tire & Rubber.............................. 6 mos. April 30 6.04 7.07 
Kelsey-Hayes Wheel ................................ 3 mos. May 31 1.08 1.61 
lowa Public Service .................... nsdaeatnoaets 12 mos. May 31 1.46 1.97 
Louisville & Nashville R.R. ........................ 5 mos. May 31 2.03 2.85 
U. S. Industrial Chemicals ........................ Year Mar. 31 5.30 7.19 
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The Personal Service Department of THE MaGazINE oF WALL STREET will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability 
of your broker. This service in conjunction with your subscription should 
represent thousands of dollars in value to you. It is subject only to the fol- 


lowing conditions : 


1. Giveall necessary facts, but be brief. 


2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Truax-Traer Coal Company 

Please furnish information as to coal 
production, sales and earnings of Truax- 
Traer Coal Company. 

C. H., Beloit, Kansas 

Earnings of Truax-Traer Coal 
Company and subsidiaries for the 
fiscal year ended April 30, 1948, 
shows consolidated net income of 
$4,004,812 after Federal income 
taxes, equivalent to $4.06 a share 
on 985,107 shares of capital stock 
outstanding. This compares with 
net of $2,578,730 for the fiscal 
year ended April 30, 1947, equiv- 
alent on the same basis to $2.61 
a share. 

Net sales for the year totalled 
$28,300,690, compared with $19,- 
679,612 for the preceding fiscal 
year. 

Coal production during the 
year amounted to 6,309,394 tons 
compared with 5,753,401 tons for 
the preceding fiscal year. 

Company is engaged in the 
mining of bituminous and lignite 
coal. Operates 12 coal mines in 
West Virginia, Illinois and North 
Dakota. The stock was split two 
for one on November 5, 1947. 
Dividends on the present stock 
last year totalled $1.0214 a share 
and 60c a share has been paid 
thus far this year. 


Key to Ratings 


Frequently in the magazine I see 
stocks rated A 1, A plus 1, B 8, ete., in 
the tables you present with statistical 
data but I find no key to these ratings. 
Can you supply me with this informa- 


tion! 
D. W. M., Evanston, Iil. 
The ratings of securities have 
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been designed to combine useful- 
ness with maximum simplicity. 
The individual investment status 
readings take into account man- 
agement, financial strength, com- 
petitive trade prospects, current 
and prospective earnings and 
dividends, etc. For example: Alle- 
gheny Ludlum Steel is rated B 1. 
The breakdown is as follows: In- 
vestment quality—B, earnings 1 
which indicates trend upward. 


KEY TO SECURITY RATINGS 


Investment Status 
A+, Top Quality 
A, High Grade 
B, Good 
B—, Medium 
C+, Fair 
C, Marginal 


Earnings Trend 
1, Upward 
2, Steady 
3, Downward 
An explanation of this key al- 
ways accompanies any tabulation 
in which it is used, usually in the 
introductory text. 


Schenley Distillers Corporation 


Please furnish recent earnings and 
dividends of Schenley Distillers Corpo- 


ration. 
G. C., Boston, Mass. 
Consolidated net profit of Schen- 
ley Distillers Corporation for the 
nine months ended May 31, 1948, 
amounted to $24,466,105 after all 
charges, including provision for 
federal income taxes. These earn- 
ings are equivalent to $6.79 a 
share on the 3,600,000 shares of 
stock outstanding. Operating 


profit before provision for federal 
income taxes for the period was 
$40,936,105. 

For the similar nine months 
ended May 31, 1947, the company 
reported a consolidated net profit 
of $27,438,185, equal to $7.62 per 
share on the 3,600,000 shares of 
common stock outstanding, after 
provision for federal income taxes 
and special provisions for inven- 
tory adjustments and contingen- 
cies of $10,200,000. 

For the third quarter ending 
May 31, 1948, net profit after fed- 
eral income taxes was $3,078,241, 
which compared with $1,147,315 
for the same period last fiscal 
year. 

Most recent dividend declara- 
tion was 50c a share on the com- 
mon stock, payable August 10, 
1948, to stockholders of record at 
the close of business July 20, 1948. 
Total dividend declarations thus 
far this year have amounted to 
$1.50 per share. Dividends for the 
full year of 1947 amounted to 
$2.00 per share. 


Northeast Airlines, Inc. 
Please report recent earnings and 
safety record of Northeast Airlines, Inc. 
M. K., Cedar Rapids, Iowa 
Northeast Airlines, Inc., esti- 
mated its net loss for the calendar 
year ended December 31, 1947 at 
$1,380,832.45, the figures do not 
include $140,000 in retroactive 
mail pay from the government 
which the company has already 
been awarded. Maw pay accruals 
for the last eight months of the 
year are based on temporary rates 
and until permanent rates are es- 
tablished, the company cannot ac- 
curately estimate its losses. 
During the year, Northeast Air- 
lines completed the building of a 
modern fireproof hangar, service 
and office buildings at Logan In- 
ternational Airport in Boston 
which accommodates all of the 
general offices of the company and 
takes care of most of the mainte- 
nance functions of airplane over- 
hauls. 
Northeast was the first airline 


(Please turn to page 405) 
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Food Machinery Corporation has developed a new 
machine that sorts by color, brand, and size. By 
means of this automatic segregator, containers in 
varying sizes, brands, or colors can be systematically 
sorted into individual groups, regardless of their 
original order. Industries for which the machine has 
been adapted include canneries, railway terminals, 
post offices, warehouses, and industrial assembly 
lines. 


Volume of the wood household furniture industry 
for the first six months of the current year is run- 
ning at the rate of $1,750,000,000 annually at fac- 
tory prices. Not only does this exceed the pre-war 
high of $660,000,000 established in 1941 but it is 
also 20% greater than the 1947 volume. Certain 
spokesmen for the industry claim that the post-war 
peak in business has not yet been reached. 


A new midget amplifying tube, only slightly 
longer than a man’s fingernail, may soon make 
obsolete the vacuum tubes now used in radio and 
television sets, and on long distance telephone cir- 
cuits. Developed by the Bell Telephone Laboratories, 
the new wonder-worker does all the work of today’s 
larger and more cumbersome vacuum tubes. It en- 
ables you to turn on your radio and get maximum 
reception instantly, with less power being used. 


Universal Atlas Cement Company, a subsidiary of 
U. S. Steel Corporation, and Pennsylvania-Dixie 
Cement Corporation are among the first to shift to 
f.o.b. mill pricing methods. Other refractory fire- 
brick and cement producers have also fallen in line. 
Indications are that electrical equipment manufac- 
turers may likewise drop the use of zone methods 
and turn exclusively to f.o.b. factory pricing systems. 


Warner Bros. Pictures, Inc. is currently producing 
eight feature pictures, a ten-year high for the com- 
pany. J. L. Warner, vice president, reports that next 
month there will be nine or ten films before the 
camera. He points out the fact that studio person- 
nel has nearly doubled since the first of the year, 
making employment at the studios the highest 
since 1940. 


After six years of research, Gulf Oil Corporation 
has developed a new heavy duty oil designed espe- 
cially for light aircraft engines. The oil is designed 
to decrease operating and maintenance costs, and 
to give greater engine reliability. Company officials 
state that the oil will be available generally by 
mid-summer. 


Columbia Records, a subsidiary of Columbia 
Broadcasting System, announces the most important 
technical advance in home phonograph records since 
the development of electrical recording in 1925. It 
is a new record which will play from one-half to 
JULY 
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three-quarters of an hour per side. This feat is made 
possible by using fine line grooves and by revolving 
the disc at 33 revolutions per minute rather than at 
the conventional 78. The new records will not play 
on ordinary home machines; special equipment is 
needed. 


Spurred by the surging pace of television set sales 
and production, radio may well become a two billion 
dollar industry within a year or so, according to 
B. Abrams, president of Emerson Radio and Phono- 
graph Corp. He states that while video is now ac- 
counting for only 20 per cent of the industry’s total 
dollar business, indications are that it will account 
for 75 per cent by the end of 1949. 


Eastman Kodak Company has purchased General 
Mills’ interest in Distillation Products, Inc. Form- 
erly operated jointly by the two companies, Distil- 
lation Products will now be operated as a subsidiary 
of Kodak. It will devote its principal activity to the 
production of vitamins, high-vacuum equipment and 
molecular stills used in the chemical industry. 


A 650-mile 20-inch crude oil pipe line, the longest 
built since the war, is going into operation this 
month. The line was built by Magnolia Pipe Line Co., 
an affiliate of Socony-Vacuum Oil Co., Inc. and ex- 
tends from Corsicana, Texas, to Patoka, Illinois. It 
will pump 100,000 barrels of crude oil daily, across 
mountains, plains, and rivers, to supply refineries in 
the Chicago-St. Louis area. 


With plans projected for assembly on eight lines, 
the M. W. Kellog Company, a subsidiary of Pull- 
man, Incorporated, will be producing textile looms 
at the rate of 15,000 units annually by the end of 
1948, according to H. R. Austin, president. He states 
that the company has space and facilities to manu- 
facture up to 30,000 looms a year, if the demand 
warrants it. At present there is a backlog of orders 
that will take months to fill, in addition to many 
new orders coming in. 


Glenn L. Martin, president of the Glenn L. Martin 
Company, believes that.the rise in aircraft speed has 
been so great that the aerodynamicist is at the 
borderline of scientific knowledge. With aviation 
approaching supersonic speed, Mr. Martin says that 
“not only do we engineers lack the answers to these 
problems, we have not yet determined what the 
problems are.” He invites engineers and scientists 
to go to Baltimore to join his staff. 


An industrial solid tire, designed to lessen driver 
fatigue and reduce vehicle maintenance costs, is 
now in mass production by the United States Rub- 
ber Company. Known as the U. S. Innacush, the 
tire has a soft inner construction to provide greater 
cushioning effect on powered industrial trucks. 
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What's Ahead por Rusiness 2? 


By E. 


Hopes of complete avoidance of a coal walk-out now 
proved to have been premature. It would have been almost 
too good to be true. As it is, some 40,000 miners are out at 
) “captive” mines owned by 











steel companies which re- 
fused to sign a new wage 
PER CAPITA BASIS === agreement because the 
M. W. S. INDEX terms proposed by Mr. 


é Lewis called for a union 
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shop without an NLRB 
election. Steel makers im- 
mediately began to curtail 
production, reviving fears of 
renewed and severe steel 
4 shortages in consuming in- 
dustries, and the Govern- 
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OP eg ment is likely to seek a court 
Z Two order against the strike in an 
WEEKS effort to avoid a crisis in the 
170 aco steel industry. 
At this writing, it is still 
uncertain whether such an 
| 160 order can be obtained in 
yEaR view of the complicated 


Aco legal aspects surrounding 
the situation. The develop- 
ment does however high- 
light the latest trend of 
court litigation replacing 
real collective bargaining. 
Wages, it would seem, have 
become a minor issue, and 
the undermining of the Taft- 
Hartley Act the major issue. 
Unless stopped, it opens a 
new chapter in labor rela- 
tions. 
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Steel Again Key Issue 


From a purely business 
viewpoint, steel once more 
has become a key issue, not 
only in terms of supply but 
\ in regard to price as well. 

The steel industry's anti-in- 
flation program is near col- 
lapse and the stage is being 
set for general advances in 
steel wages and prices, pri- 
marily forced by the general 
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impact of third round wage hikes. There is as yet no indication 
as to the probable steel settlement, expected within a few 
weeks; but the status quo is definitely on the way out. 


F.O.B. Pricing 

Another vital development is abandonment by U. S. Steel 
of the “basing point” method of selling steel. The shift to f.o.b. 
pricing forced by the court ruling in the cement industry case 
will méan higher steel costs for most consumers, lower costs 
only for those located fairly close to mills, with the further pros- 
pect of supply hardships and long term dislocations for indus- 
try as a whole. Changed relationships will be ahead for many 
steel industry customers, in turn portending important upsets 
in long mo Pe competitive relations. What's more, other 
industries are likely to follow “Big Steel's” example. Interna- 
tional Harvester, for instance, is seriously considering a similar 
move. The cement industry has largely shifted over already, 
raising prices in many areas. All of which cannot help being 
highly unsettling as well as adding to inflationary pressures. 


Business Confidence Remains High 


Nevertheless, there has been no lessening of confidence in 
general business conditions, with expectations for the final half 
of the year matching those for the first half. June business 
activity confirmed the trend of improvement noted in May, 
with production increases the general order. Backlogs continue 
to mount and are now back to the February level. With the 
third round of wage demands virtually a record employ- 
ment and stable labor relations appear assured, but the re- 
sultant wave of price increases marking another full turn of the 
wage-price spiral can hardly be viewed as a constructive de- 
velopment. As consumer price resistance mounts, as it inev- 
itably will, the seeds of ultimate economic reversal are bound 
to tke deeper root. 

But for the time being, boom forces hold command, more 
solidly entrenched than ever, and many business men appear 
to have accepted the new order of things as normal. They con- 
tend that the public, though complaining about the onslaught 
of higher prices, will continue to spend most of its income, and 
national income is running high. Consumer expenditures this 
year are seen at a new peak, and business profits are topping 
1947 highs on a wide front. Some “‘stickiness” in soft goods is 
regarded to hold little threat to overall industrial operations; 
while it may portend curtailment here and there, it is thought 
to count little in the scale of general economic activity. 

Sentiment in short is strongly tinged with inflationary boom 
psychology, bolstered no little by the prospect that the Armed 
Services will place $6 billion worth of new orders with American 
industry during the next twelve months, a rise of 250% over 
the rate for the past year. This will mean intensification of 
current scarcities, notably steel and other shortage materials. 
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The Business Analyst 





MONEY AND CREDIT—Stocks mark time around te 
high. Bonds steady to firm. Government ends fiscal '48 wit 
largest budget surplus in history. Public debt reduced $5.9 bil- 
lion during fiscal year just closed; but carrying charges are 
rising slowly with firmer interest rates. Owing to mounting liv- 
ing costs, life insurance policies are being surrendered at the 
highest rate since 1941. To stimulate sales of savings bonds as 
an anti-inflation measure, the Treasury is permitting institu- 
tional investors to purchase up to $1 million of “F” and “G” 
issues during the first half of July. Washington opinion is that 
Government has side-tracked forced credit contraction, at least 
until after the elections. Inflation has forced drastic cuts in 
living standards for pensioners, families with fixed incomes, 
investors dependent upon income from interest and dividends. 
Individuals in the higher income tax brackets are being sub- 
jected to the additional pressure of confiscatory tax rates. 


TRADE—Department store sales in the fortnight ended June 
26 were 14% above the like period last year, compared with 
a cumulative increase of only 7°, for the year to date. Shop- 
ping for Father's Day was unusually active. May sales by retail 
establishments were 6% above last year, with nondurable 
goods up 5% and durables 11%. Sales of some cotton goods 
lines were somewhat below last year; but the outlook here 
seems to have brightened a little of recent weeks. 


INDUSTRY—Business activity climbs to new all-time high. 
The U. S. Employment Service reports that the manpower 
supply is almost as tight as at the war-time peak, with short- 
age greatest for skilled workers in construction and trained 
scientific specialists. The situation is aggravated by the cir- 
cumstance that women are not flocking into industry as in 
war-time, and rigid enforcement by the unions of apprentice 
and seniority standards that were relaxed during the war. The 
steel industry is much relieved by President Truman's announce- 
ment that a voluntary allocation program, without Govern- 
ment compulsion, can take care of present military require- 
ments. There is talk that recently granted wage increases may 
necessitate another advance in non-ferrous metal prices. Mean- 
while construction continues to boom. 


COMMODITIES — Favorable weather conditions have con- 
tributed to easing of grain and cotton prices during the past 
fortnight. 


oO 





Stimulated by shopping for Father's Day, Department 
Store Sales in the fortnight ended June 26 spurted to 14°, 
above last year, compared with a cumulative gain of only 7°, 
for the year to date. The Commerce Department's report on 
Retail Store Sales for May discloses increases for both 
durable and non-durable goods lines, the former leading by 
a wide margin. 


a 

Business Activity expanded more than 1% during the 
fortnight ended June 26, reaching a new all-time high, 7.6%, 
above last year at like date when the coal miners were out on 
strike. According to the U. S. Employment Service, the Man- 
power supply is now almost as tight as at the war-time peak. 
Shortage is most acute in skilled labor and trained scientist, 
such as usually obtains following a major war that postpones 
technical education and training. Women, moreover, are not 
leaving their homes for outside jobs as they did during the war. 
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It is predicted in the building industry that new Construc- 
tion this year will approximate $16.4 billion, 17% ahead of 
1947. Expenditures on new construction during June totaled 
$1.6 billion—a new high record, 38°, above the like month 
last year. 


* * * 
Made possible by exceptionally large steel receipts in March, 
deliveries of domestic Freight Cars during June topped the 
10,000-a-month goal for the first time since the objective was 
set in March, 1947. Yet, despite the great need for rolling 
stock, this pace can not be maintained unless steel receipts, 
which have fallen off during the past two months, are stepped 
up again. 


—- -«@ 

Net income reported by class | Railroads for the first 
quarter were 21%, below the like period last year, despite a 
9°, increase in gross operating revenues. For the month of 
May, however, net income was up 30%, compared with a 
decline of 8%, for five months. Recent reports are so favorable 
that the |. C. C. is expected to postpone indefinitely its final 
decision on the long-pending rate increase application. 

* 


The Government has ended fiscal 1948 with a record 
Budget Surplus of $8,419 million. By a budget-juggling act, 
Congress decreed that $3 billion of this surplus be charged to 
last year's budget and set aside for spending this year. Most 
of the balance, $5.4 billion has been applied to retiring the 
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I: 
| : Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
| Date Month Month Ago _— Harbor 
| MILITARY EXPENDITURES—$b (e) | May 1.04 ‘1.01 1331.55 (Continued from page 401) 
Cumulative from mid-1940___... ia A OY 368.1 367.1 355.0 13.8 
public debt. As this year's expenditures are 
FEDERAL GROSS DEBT—$b June 30 252.2 251.6 258.3 55.2_| now expected to be only $4 billion greater 
than last year’s, fiscal 1949 may end with a 
MONEY SUPPLY—$b small surplus —IF business continues to 
Demand Deposits—94 Centers... | June 23 46.6 47.3 47.0 26.1 boom arid there are no more crises. 
Currency in Circulation... | June 30 27.9 27.8 28.4 10.7 ei prise, 
SEE CRSA O eek Ange. Congress has adjourned without passing 
i: New York City—$b dune 23 “0 seid 1s 4.26 | the bill authorizing $80 million in Subsidies 
93 Other Centers—$b.. June 23 12.08 12.21 10.97 7.60 fer high-cost producers al copper, lead, 
PEPSONAL INCOMES—$b (cd3) April 209.1 207.7 «189.4 ~—-102,0-—«(| Zinc and other strategic metals and min- 
Hi Selestes and Wegets. = | Apel 127.6 1282 117.7 662 |erals. Under accelerated Government 
Proprietors’ Incomes ....... April 53.7 51.5 46.5 22.8 stockpiling, Zinc may become so scarce 
Interest ond Dividends. | Apel 16.1 16.0 143 10.0 | that gn advance in price before long would 
Transfer Payments _....___-____ | April 11.7 12.0 10.9 3.0 not be surprising. 
(INCOME FROM AGRICULTURE) April 24.5 22.9 21.1 10.1 * * * 
CIVILIAN EMPLOYMENT—m (cb) May ia. a Both major political parties, while decry- 
Agricultural Employment (cb)... | May 79 7.4 9.0 8.8 |ing Inflation, have thus far lacked the 
Employees, Manufacturing (Ib) | April 15.5 15.9 15.4 13.8 | moral courage to adopt the safest curb, 
Employees,. Government (Ib)... | April 5.4 5.4 5.4 4.6 | reduction of Government expenditures, lest 
UNEMPLOYMENT—m (cb) May 1.8 2.2 2.0 3.8 | they alienate the votes of pressure groups. 
FACTORY EMPLOYMENT (1b4) April 156 160 156 47 . e ” 
Durable Goods April 185 188 185 175 Forced Contraction of Credit, advo- 
Non-Durable Goods 1... | April 133 138 133 123 cated by ex-Chairman Eccles of the Federal 
FACTORY PAYROLLS (1b4) April 346 358 318 98 Reserve Board, has proved to be econom- 
ically the most dangerous form of inflation 
FACTORY HOURS & WAGES (1h) : control; because, on account of its delayed 
Weekly Hours April 40.0 40.3 40.0 403_| action, the pressure is likely to be overdone 
Hourly Wage (cents)... | April eH 8S 78.| | so that it takes a long time to undo the re- 
Weekly Wage ($)__... April 51.56 52.07 47.50 32.79 sulting damage. Financial controls can 
PRICES—Wholesale (1b2) June 26 166.7 165.3 147.6 ~—«-92.5_| bring on a depression, but oe can not re- 
Retail (cdlb) April 190.8 188.6 177.2 1162 _| Store prosperity. The New Dealers tried this 
with a program of lavish Government 
COST OF LIVING (1b3) April 15 169.3 166.9 156.2 110.2 | spending, but failed. 
Food April 15 202.9 202.3 188.0 113.1 haga ges 
Clothing April 15 196.4 196.3 184.9 113.8 
Rent April 15 116.3 116.3 =109.0 107.8 Staff director Charles C. Hardy of the 
Joint Committee on the Economic Report 
RETAIL TRADE—S$b says there are no prospects of a Non- 
Retail Store Sales (cd)... == s«d| «Mary 10.67 10.61 10.02 4.72 Inflationary monetary or fiscal policy, at 
Durable Goods _.._________._ | May 2.69 2.63 2.44 1.14 | least until after the elections. This is gener- 
Non-Durable Goods _....___--s4|. May 7.98 7.78 7.58 3.58 ally regarded as the reason why President 
Dep't Store Sales ce . | May 0.82 0.80 0.77 0.49 Truman failed to re-appoint Mr. Mariner S. 
Retail Sales Credit, End Mo. (rb2).. | May 6.53 6.39 4.75 5.46 | Eccles as chairman of the F.R.B. The Board's 
MANUFACTURERS’ recent action in raising reserve require- 
New Orders (cd2)—Total__...___ | April 245 257 241 181 ments at New York and Chicago was taken 
mS pt April 296 314 279 221 in the absence of the new chairman. The 
Non-Durable Goods _..._____ | April 214 223 219 157 deflationary effect will be negligible. 
Shipments (cd2)—Total___.__ __. | April 321 327 299 184 k- 2. a 
Durable Goods April 350 365 326 223 or i ? 
Non-Durable Goods April 306 306 269 158 Dividends disbursed during the three- 
— month period ended May 31 were 13% 
BUSNESS INVENTORIES, End Mo. more liberal than in the like interval last 
Total—$b (cd) April 515 51.6 44.6 26.7 | year; though off 3% for the month of May. 
Manufacturers’ April 29.1 29.1 25.8 15.2 6. @? « 
Wholesalers’ April 8.1 8.2 6.8 43 
Retailers’ April 14.3 14.3 12.0 7.2 The Federal Reserve Board says that 
Dept. Store Stocks (mrb)_ April 2.41 2.37 2.06 1.4 | Profits this year are likely to be larger 
than in 1947. They were up 27% in the 
BUSINESS ACTIVITY—1—pc June 26 169.8 168.8 160.6 141.8 first quarter. 
(M. W. S.)—I—np June 26 191.7 190.6 178.3 








146.5 * * * 
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Latest Previous Pre- 
Wk.or Wk.or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago = _— Harbor 

INDUSTRIAL PROD.—1I—np (rb) April 192 188 185 174 Not all industries, however, are enjoying 

Mining April 163 147 151 133 . its. P cad " 

Durable Goods, Mfr _____ | April 222 217 218 220 — = — — ae Me Y 

Non-Durable Goods, Mfr.____ | April 178 177 170 151 more than a nickel a bottle 7 Drin . 

. , st e 

CARLOADINGS—t—Total June 26 e9-«007:=S«088SCag =| ad the only way to mee? this buyers strike 

Manufactures & Miscell June 26 385 386 392 379 ~~ | hasbeentoreduce overhead by expanding 

Mdse. L. C. L. June 26 105 105 116 156 production. The result has been oversupply 

Gosia nici = ™ = = and falling profits. Profits of Whiskey dis- 
ELEC. POWER Output (Kw.H.)m June 26 5,257 5,159 4,675 3,267 tillers have been hit by declining sales. 
SOFT COAL, Prod. (st) m June 26 12.8 13.4 8.1 10.8 * « * 

Cumulative from Jan. | —__... | June 26 282 269 311 446 aes 

Stocks, End. Mo May 47.0 34.4 50.2 61.8 Electric Power consumption is expected 

to expand more than 70% in the next 

PETROLEUM—/(bbis.) m ae ana . as 

Crude Oouput, Daily. . | June 26 5.5 5.5 5.1 4.1 decade. Additional ongeeny is being in 

Gasoline Stocks June 26 104 105 91 86 stalled as fast as equipment can be ob- 

Fuel Oil Stocks. June 26 59 59 49 94 tained. Yet expenses are rising so much 

oe Se mem he = = = faster than sales that profits of the industry 
LUMBER, Prod. (bd. ft.) m June 26 sit 496 iy 7 for the second quarter are estimated at 

Stocks, End Mo. (bd. ft.) b hspiashainicaiats icc April 5.8 5.6 5. 12. 4.5%, below the like period last year. Net 
STEEL INGOT PROD. (st.) m May 756 6.22 ee — income varies widely, however, among in- 

Cumulative from Jan. | _.. _ | May 35.8 28.2 5. 7 dite companies. Companies with the 
ENGINEERING CONSTRUCTION oe ce sa sia = lowest ratio of expenses to gross income 

AWARDS—$m (en) uly 

Cumulative from Jan. |__| July | 3494 3,333 2,773 5,692 _—| Naturally show the best results. Thus for the 

first quarter, West Penn Power, with an ex- 

MISCELLANEOUS : 4 

Paperboard, New Orders (st)t........ | June 26 160 173 153 165 er goog only 76%or reported 

U. S. Newsprint Consumption (st)¢.. | May 456 449 404 352 an increase of 17% in profits; whereas 

* Do., wee mai End — — —- pes pe pra pe South Carolina Electric & Gas, with an ex- 

osiery Production (pairs)m....__.. pri : ° 
Footwear Production (pairs)m__.. April 36.3 415 36.6 34.8 = ratio of 90 Tor suffered a drop of 
Portland Cement Production (bbls. )m April 16.0 14.5 14.6 14.9 7%, 











b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939100), cd3—Commerce Dept., 

lly adjusted monthly totals at annual rate, before taxes. cdib—Commerce Dept. (1935-9—100), using Labor Bureau and a 

Data. e—Estimated. en—Engineering News-Record. !—Seasonally adjusted Index (1935-9—100).° Ib—Labor Bureau. Ib2—Labor Bureau 
(1926—100). Ib3—Labor Bureau (1935-9—100). Ib4—Labor Bureau, (1939—1!00). It—Long Tons. m—Millions. mpt—At Mils, Publishers, 
and in transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pe— 
Per Capita Basis. rb—Federal Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands. 
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No. of ———— 1948 Indexes ——————- |_ (Nov. 14, 1936, Cl_—100) High Low June25 July2 
Issues (1925 Close—100) High Low June25 July2 100 HIGH PRICED STOCKS. 91.25 75.27 89.93 89.95 
312 COMBINED AVERAGE. 149.4 119.0 149.4 «149.3. |: 100 LOW PRICED STOCKS_____ 179.03 135.10 179.03A 178.67 
4 Agricultural Implements __.. 237.5 178.8 232.5 237.58 6 Investment Trusts... 72.6 50.0 67.9 66.4 
Wl Aircraft (1927 Cl—100)_._ 191.1 134.3 180.1 181.3 3 Liquor (1927 Cl—i00)___._ 842.7 637.7 766.5 756.0 
6 Air Lines (1934 Cl—100)... 519.0 430.3 451.1 451.1 9 Machinery... 4795 136.8 169.0 167.8 
6A nt 107.0 78.7 90.0 89.8 3 Mail Order CS 89.8 118.6 117.2 
13 Automobile Accessories ..... 223.5 171.1 219.4 217.6 3 Meat Packing — — BIZ7 92.0 107.8 105.3 
12 Automobiles 41.3 31.4 40.2 39.8 13 Metals, non-Ferrous —— 188.5 138.0 182.5 181.6 
3 Baking (1926 i. 20.9 16.4 20.9A 20.9 4 Paper 48.7 34.1 45.4 45.4 
3 Business Machines _...__... 296.1 224.7 287.8 285.6 24 Petroleum —..__ 301.0 199.5 292.8 297.3 
2 Bus Lines (1926 Cl.—100)___ 168.5 133.4 152.5 155.1 19 Public Utilities = sss -1:24.9 97.8 124.9A 123.9 
BS Chemicdts. s.52 2st nin 2000 221.6 257.3 260.5 5 Radio (1927 Cl—!00)...__ 29.4 16.6 29.2 28.6 
2 CoGhiMining scccc | AGG 14.7 24.0 25.0 8 Railroad Equipment ____.__ 66.7 52.9 64.1 64.0 
4 Communication 56.3 42.3 53.1 52.6 24 Raikecds a . 2G9 20.5 29.6 29.98 
14 Construction — = Fs 56.5 69.1 68.6 3 Realty 27.1 21.1 24.1 24.7 
i SOMCINONS. neice SAD 287.7 321.7 315.2 2 Shipbuilding _.. === =ESs—«~' 4. 102.3 127.6 128.0 
9 Copper & Brass... s«i''9.0 92.0 115.5 113.7 # Sotponaks SIGS | ANGI 415.lc 417.2 
2 Day Proaucts. 2 50.7 59.0 59.6 14 Steel & Iron. sC«d'2002.33 96.2 119.3 118.8 
5 Department Stores _..._... ee | 53.9 68.5 68.0 3 Sugar 54.7 44.8 47.9 48.3 
6 Drugs & Toilet Articles... 184.4 149.8 171.0 171.2 2 Sulphur 271.2 206.6 265.0 269.0 
2 Finance Companies _.__.._. 268.1 199.4 263.9 268.1B 5 Textiles 170.5 118.9 167.0 168.7 
7 Food Brands poe, PS 152.8 174.6 174.6 3 Tires & Rubber... 38S 27.5 32.7 33.3 
DB POOW SIOKGG occ wa, ORS 59.7 63.6 63.7 6 Tobacco 69.4 62.4 67.2 66.8 
3 homie Bee 70.9 85.2 87.6 2 Variety Stores 327.5 286.9 323.7 322.7 
3 Gold Mining «772.7 663.0 681.0 693.5 17 Unclassified (1947 Cl—100) 109.9 90.0 108.5 108.9 





New HIGH since: A—1947; B—1946. C—New LOW since 1945. 
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Trend of Commodities 





Favorable weather conditions and continuing bright pros- 
pects for crops in Europe contributed to some easing of prices 
for cotton and grains laiia the past fortnight. Of the 14 com- 
ponents of the M. W. S. index of raw materials spot prices, raw 
sugar and crude rubber advanced fractionally, while the others 
either sold off a little or held stationary. Wheat is now selling 
only a few cents above the Government's support level. Last 
year the national average of support prices at the farm was 
$1.84 a bushel. For the crop year Leutaiion July 1 it has been 
raised to $2.00, which is equivalent to $2.25 at Chicago. Pri- 
vate estimates, based upon reports of shipments by water, 
indicate that Russia's wheat crop this year is much larger than 
officially admitted. Private estimates indicate a cotton crop 
of around 14 million bales this year, weather permitting. But a 


big crop this year does not mean materially lower prices; since 
Government support will come to the rescue at 31 cents for 
growers, or 31.50 cents at New York. Private estimates point 
to a corn crop of at least 3 billion bushels, 25% above last 
year, 15% over the 1936-45 average and not far below the 
3.2 billion record of 1946. The goal for grain exports to Europe 
during the 1948-9 crop year has been set at 379 million bushels. 
Many grain experts think Europe will not want even 300 million 
—'‘‘unless we just give it to them.” During the 1947-8 crop 
season, we shipped about 488 million bushels to Europe. There 
are indications that grain prices may hold at somewhat above 
support levels during the more active crop moving months, 
owing to box car shortages. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2Wk. | Mo. 3Mo. 6Mo. Yr. Dec.6 
July2 Ago Ago Ago Ago Ago 1941 
28 Basic Commodities ...... 328.1 330.5 327.7 317.5 341.1 301.9 156.9 
11 Imported Commodities... 287.5 288.8 283.3 275.5 298.5 271.5 157.5 
17 Domestic Commodities... 357.4 363.0 360.0 347.9 386.2 323.3 156.6 
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14 Raw Materials, 1923-5 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1948 1947 1945 1943 1941 1939 1938 1937 


High ...... 162.2 164.0 95.8 92.9 85.7 78.3 65.8 93.8 
Low .... . 149.2 1264 93.6 89.3 74.3 61.6 57.5 64.7 
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Date 2Wk. | Mo. 3Mo. 6Mo. Yr. Dec.6 
July2 Ago Ago Ago Ago Ago 194! 
7 Domestic Agriculture ... 383.4 399.7 395.2 365.2 417.5 358.9 163.9 











12eFooastunts 420.1 422.5 419.6 392.7 450.1 365.2 169.2 
16 Raw Industrials «274.6 277.1 277.2 269.6 286.7 261.2 148.2 
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Average 1924-26 equals 100 


1948 1947 1945 1943 1941 1939 1938 1937 
High . 168.83 175.65 106.41 96.57 84.60 64.67 54.95 82.44 
Low ou... 144,05 117.14 93.90 88.45 55.45 46.59 45.03 52.03 
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Answers To Inquiries 





(Continued from page 398) 


to fully equip its aircraft, and 
train its pilots in the use of In- 
strument Landing System between 
Boston and New York. Also in 
1947, Northeast began negotia- 
tions with Wiggins Airways, Inc., 
involwing a transfer of routes 
which would make Northeast a 
trunk line operator instead of a 
combination trunk line and feeder 
line. When settled, this arrange- 
ment is expected to give more fre- 
quent and faster service to the 
New England area as well as on 
the New York-Boston run. 

The company has continued to 
maintain its perfect safety record 
of no passenger injury since the 
beginning of operations in 1933. 
The year 1947 marked the four- 
teenth year of safe operations and 
the record has been held up to the 
present time of July 1, 1948. 





What’s Wrong with Soft 
Drinks? 





(Continued from page 395) 


the yield of 4.6% is not especially 
attractive. 

Coca-Cola Company, easily the 
dominant competitor in the soft 
drink industry, has achieved con- 
sistent growth over a long period 
by concentrating upon a single 
product. By exploiting world- 
wide markets on a vast scale, the 
company has increased volume at 
a rate that has permitted a uni- 
form retention of its five-cent 
bottled drink, despite a steady 
uptrend in operating and promo- 
tional expenses. To a consider- 
able extent, sales of syrup to 
soda fountain dispensers all over 
the globe have helped to expand 
over-all volume. Nearly 75% of 
Coca-Cola’s product is sold 
through six parent bottling con- 
cerns, five of which are company- 
owned. These units in turn dis- 
tribute to about 1,200 local bot- 
tlers enjoying exclusive markets. 
Sales to the soda fountain trade 
are handled through jobbers. 

Although volume of Coca-Cola 
in 1947 showed a gain of 42% 
over the previous year, the up- 
trend has continued in 1948. Con- 
solidated gross earnings of $24.7 
million in the March quarter com- 
pared with $13.8 million in the 
same period a year earlier, and 
relative net earnings were $1.39 
and $0.84 respectively. To judge 
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from these figures, the full year 
1948 should prove highly satis- 
factory, with net earnings equal 
to or exceeding the $7.60 per 
share reported for 1947. Quart- 
erly dividends of 75 cents per 
share last year were supple- 
mented by an extra of $2 in 
December, making a total of $5 
for the year. $1 per share has 
been paid quarterly during the 
first half of 1948. Recent price 
of 168 for Cocoa-Cola shares at- 
tests to their relatively strong in- 
vestment rating but also rather 
liberally discounts future divi- 
dend potentials. An unbroken 
dividend record since 1920 has 
established a significant premium 
for these shares. 

Pepsi-Cola Company appears 
to be handicapped at present by 
strong competition, high costs 
and difficulty in restoring the re- 
tail price of its 12-ounce popular 
drink to its traditional level of 5 
cents. With the removal of price 
controls, many of the company’s 
bottlers promptly lifted the price 
to six cents per bottle, and as unit 
sales of the parent concern rose 
during 1947, net earnings ad- 
vanced slightly to $1.18 per share 
compared with $1.09 for 1946. 
But competition has begun to 
force a reduction in price to 5 
cents and to hold its hard-earned 
markets, the company has offered 
inducements that have led about 
half of its distributors to fall in 
line. It is attempting to persuade 
the others to do likewise. As a re- 
sult of the competitive battle, 
Pepsi-Cola sales declined by about 
$1 million in the March quarter 
in relation to the same period of 
1947. Since higher freight rates 
for the 12-ounce bottled goods 
proved an adverse factor, the 
company’s profit margins have 
been substantially squeezed, as 
shown by a decline in net earn- 
ings in the March quarter to 16 
cents per share from 34 cents for 
the first three months of 1947. 

The dividend paid on June 15 
was reduced to 1214 cents per 
share from a previous level of 
1714 cents. Since this company 
has expanded its facilities in sev- 
eral important areas, aggressive 
sales policies and large advertis- 
ing campaigns may bring an up- 
trend in volume over the medium 
term, but until pricing problems 
are solved, the earnings potentials 
of Pepsi-Cola are uncertain. Since 
the shares at 14 have recently 
sold near their low for the 1947- 
48 period, they have a measure of 
speculative attraction, though for 


the time being it seems rather 
limited. 

Because of intensified competi- 
tion among soft drink manufac- 
turers and higher operating costs, 
sales and earnings of several 
other well-known producers 
slipped off in the first quarter of 
the current year. As will be noted 
in our table, Charles E. Hires re- 
ported a deficit of 98 cents per 
share for six months ended March 
31, while Dr. Pepper and Nehi 
either experienced a slight decline 
or barely held their own in the 
first quarter. 

As a group, the shares of soft 
drink producers have behaved 
more poorly marketwise than 
most industrials in recent months, 
reflecting a high degree of un- 
certainty over the competitive 
conditions now unfolding. It 
seems probable that.with excel- 
lent demand in prospect, the bet- 
ter situated concerns will be able 
to achieve satisfactory _ sales, 
though heavy promotional costs 
may be required. Until time dis- 
closes actual results, most of the 
shares in this group must be re- 
garded as highly speculative, even 
though past records have been 
encouraging. 





Will Financing Problems Halt 
Building Boom? 





(Continued from page 390) 


950,000 is to be reached. At the 
current rate it can be reached ; but 
the worry now is whether the cur- 
rent rate can be maintained in the 
face of tightening mortgage money 
and facilities. Some builders esti- 
mate that this handicap may cut 
the goal by at least 100,000 units. 
Any such prediction at this time, 
however, can be based on no more 
than guesswork, but the recent 
falling off in building permits on 
the surface at least appears to lend 
it some substance. Permits issued 
dropped from 64,500 in April to 
55,300 in May but this may be a 
mere coincidence, a decline per- 
haps inevitable in view of the pre- 
ceding large number of permits 
sought. If the decline in permits 
continues, however, it would fore- 
shadow a drop in building “starts” 
later in the year, as signal that the 
building boom has passed its peak. 
The further trend of building per- 
mits thus becomes an important 
indicator of what may lie ahead. 
While the question admittedly 
remains controversial at this mo- 
ment, the growing difficulty in get- 
ting mortgage money is real and 
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financing problems are bound to 
slow the boom at some time. Op- 
timists contend that it won’t be 
soon. They point to the huge un- 
satisfied need, to high consumer 
incomes, to the evident fact that 
rising building costs do not appear 
to discourage home buyers. They 
also emphasize that the housing 
market still promises to be larger 
than the industry can supply even 
if financing becomes more difficult. 
They point to official surveys dis- 
closing that over two million fam- 
ilies intend to buy homes this year 
but that, on the other hand, the 
building industry cannot supply 
— than one million residential 
units. 


Costs Reach Dangerous Peak 


With tighter credit conditions 
prevailing, the fact cannot be 
ignored that costs of newly built 
homes have reached the point 
where fewer and fewer prospec- 
tive home builders have the neces- 
sary down payment to make up 
the difference between the sale 
price and the mortgage based on 
conservative “long run” apprais- 
als of value. Yet the number of 
prospective buyers able and will- 
ing to use their own funds to 
finance a new home may remain 
sufficiently large to maintain 
building volume at least at 1947 
levels even with no liberalizing of 
present mortgage terms. If not, 
those terms either will have to be 
modified or else new home con- 
struction will decline. 

It is felt that existence of tighter 
credit conditions will not in itself 
cause a drop in real estate prices 
but it will place an effective brake 
on any further upward swing. In 
the 1920s, the real estate market 
was carried along further than it 
otherwise might have been by lib- 
eral second mortgage financing. 
But in the current boom, so far at 
least, secondary money was almost 
non-existent. Now there are signs 
that second mortgage money is be- 
ginning in some degree to re-enter 
the market, as it usually did in the 
past when primary financing be- 
came tight. But it is unlikely to 
play the same sustaining role as in 
the 1920s. The only legislation on 
which the weary Congress could 
agree in the wee hours before ad- 
journment was a bill creating a 
secondary market for GI mort- 
gages in the RFC, and authorizing 
the FHA to insure 95% loans on 
projects of veterans’ cooperatives. 
Housing, in other words, was left 
pretty much to private enterprise 
except veterans’ housing, and in 
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the future will have to be financed 
by more traditional methods. 

The postwar building boom, by 
its very scope, was not only an 
important prop to our overall 
economy, to employment, to capi- 
tal goods activity, but also an im- 
portant contributor to inflationary 
credit expansion. In the last two 
years, residential mortgage debt 
has increased by some $10 billion 
to an all-time high of $29.7 billion, 
with a gain of $5.2 billion in 1947 
alone. For the first five months this 
year, new construction in place 
exceeded $6 billion compared with 
$4.5 billion for the same period 
last year, an increase of over 36%. 
Such a high level cannot be main- 
tained unless there is an adequate 
market for mortgage money. Pro- 
viding such a market, in turn, is 
distinctly inflationary. It poses a 
problem that is bound to intensify 
the conflict between housing needs 
and inflation control. And it all 
comes down to the question: How 
high a price are we willing to pay 
to continue the present record level 
of home building? 


Inflation vs. Social 
Considerations 


Should the answer be that little 
further inflation is to be counte- 
nanced in housing (and else- 
where), then a decline in residen- 
tial construction appears probable 
within a year or sooner because of 
tightening mortgage market con- 
ditions. If however it is decided 
that social considerations and re- 
armament needs dictate continua- 
tion of current housing output 
even at the cost of greater infla- 
tion, then the postwar housing 
boom can be expected to continue. 
The congressional attitude, by 
failure to enact a broadening of 
the Housing Act, would seem to 
side with those arguing against 
further inflation, but we can be 
sure that heavy political pressure 
will be exerted to make Congress 
change its mind. 

In the absence of an adequate 
supply of labor and materials, it 
is clear that even an excessively 
liberal loan policy will not solve 
our housing problem. It merely 
causes inflation and creates the 
basis for serious readjustments in 
the future. It would be a good 
thing therefore, if further real 
estate inflation be checked ; only in 
this manner can the violent swings 
characteristic of the building in- 
dustry be moderated. And surely 
no general anti-inflationary pro- 
gram can prove wholly effective as 
long as the Administration gives 


support to inflationary practices in 
the home mortgage field. Easy 
credit means easy debt, and easy 
debt at a time of inflated prices 
means burdensome debt when 
prices decline. Lending institu- 
tions are aware of this, and so is 
the FHA which has become in- 
creasingly reluctant to jeopardize 
the value of its insurance port- 
folio. e 

Thus Congress, it would seem, 
did the right thing when it enacted 
none of the housing bills debated 
in its closing sessions. The issue 
involved was not whether there 
should be more or less new home 
construction, for shortages limit 
the volume of building in any 
event. The question is primarily 
one of price, and price inflation. 
The decline in building costs in the 
1920s, caused by the inability of 
many people to pay the high prices 
for homes demanded, did not pre- 
vent the building boom of that 
decade, the greatest in the nation’s 
history. But it did assure that the 
boom took place at a substantially 
lower price level. We should strive 
for the same at this juncture. By 
restoring normal valuation and 
lending procedures, a readjust- 
ment in building costs, though 
milder than that in the 1920s, 
would soon occur. It would benefit 
home buyers and lenders alike and 
provide a far safer basis for sus- 
tained postwar prosperity. 

Unfortunately, in any such ef- 
fort, we shall have to reckon with 
political considerations, courting 
repetition of past mistakes. Al- 
ready there is pressure to recall 
Congress into session for new 
housing legislation, including re- 
newed liberalization of mortgage 
credit. Yet the greatest danger to 
future economic stability lies in 
the construction of a vast number 
of homes at highly inflated prices, 
with mortgage loans constituting 
such a high percentage of cost as 
to pave the way for future large- 
scale foreclosures. 


No Abrupt Decline 


Over the nearer term, no abrupt 
decline in actual residential con- 
struction appears imminent re- 
gardless of tighter mortgage con- 
ditions. Nor is the end of materials 
and manpower shortages in sight, 
particularly with the large volume 
of non-residential construction 
under way and planned for civil- 
ian and defense purposes. The 
latter may halt the slow down- 
trend noted for some time in in- 
dustrial building. Public building 
is headed for new peacetime rec- 
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ords and farm building, too, is 
running ahead of last year. 

Altogether, we may yet witness 
a projected $16.4 billion overall 
construction year in 1948, and this 
would mean an important contri- 
bution to prosperity. Currently, 
residential mortgages are being 
recorded at a monthly rate of close 
to $1 billion, and FHA home mort- 
gage insurance as of April had 
reached a new high of $8.39 bil- 
lion. Both figures will swell further 
and substantially in reflection of 
the current large number of new 
housing “starts.” 

Whether this year’s goal for 
residential housing is reached or 
not, boom conditions will continue 
in the construction field. Yet in- 
ability to finance a continued rec- 
ord volume of home construction 
from private sources is definitely 
a possibility which must be con- 
sidered in assessing new housing 
prospects. 





Return to Seasonal Patterns 
in Industry 





(Continued from page 377) 
are expected to slacken in accord- 
ance with the usual seasonal pat- 
tern. Interestingly, the seasonal 
factor is being felt despite the ex- 
istence of shortages for certain 
types. The high point will be 
reached by midsummer when hot 
weather causes the breakdown and 
need for replacement of many 
older units. Refrigerators are far 
less close to a replacement market 
than vacuum cleaners, for in- 
stance, which even now require a 
considerable sales effort to main- 
tain volume. 

Seasonal trends are again pro- 
nounced in such lines as beverages, 
liquor, confectionery, and many 
food items. Demand generally has 
slowed, partly due to high costs. 
Liquor sales particularly are likely 
to respond more closely to normal 
seasonal influences now that the 
threat of government restrictions 
has been removed and an ample 
supply is assured. 

There are also quite a number of 
lines where it is perhaps difficult 
to speak of seasonal factors but 
which have been influenced con- 
siderably by a return to buyers’ 
markets. One of them is the cos- 
metics industry where pipelines 
have long been filled and where 
there have been signs of consider- 
able overstocking. In drugs, too, a 
balance between demand and sup- 
ply has been largely achieved, 
though there are exceptions. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION 
JUNE 30, 1948 


RESOURCES 





Cash and Due from Banks . . . . $1,203,034,945.43 
U. S. Government Obligations. . .  1,632,762,060.73 


ee eee eee 


State and Municipal Securities. . . 37,494,179.62 
Cuber Gecerities . 2. ts 6s 6 @ 126,899,161.59 ; 
Loans, Discounts and Bankers’ 
Acceptances . . . « «© « « « 1,461,069,553.89 
Accrued Interest Receivable . . . 8,561,369.20 ? 
Mortgages . 2 2 6 es we @ © 20,617,572.94 
Customers’ Acceptance Liability . . 20,343,543.62 
Stock of Federal Reserve Bank hare 7,950,000.00 
Banking Houses . . .... e« 30,660,493.36 
et A. ee ee ee 3 


$4,551,331,951.38 3 








LIABILITIES 
Deposits. . « « « « «© « « «© $4,154,808,627.36 
Dividend Payable August 2, 1948. . 2,960,000.00 
Reserve for Taxes, Interest, etc. . . 8,291,321.26 ) 
Other Eiabsities: 2 5 wee ee 21,425,322.92 


Acceptances 
Outstanding . . $ 25,661,968.10 


Less Amount 
in Portfolio . 4,238,300.52 21,423,667.58 ) 


Reserve for Contingencies . . . . 18,482,323.76 
Capital Funds: 
Capital Stock. . $111,000,000.00 
Surplus. . « .» 154,000,000.00 


Undivided 
Profits « « « 58,940,688.50 


a 





323,940,688.50 
$4,551,331,95 1.38 














United States Government and other securities carried at 
$266,101,220.00 are pledged to secure public and trust de- 
posits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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This is under no circumstances to be construed as an offering of these securities for sale, or asan offer 
to buy, or as a solicitation of an offer to buy, any of such securities. 
The offer is made only by means of the Prospectus. 


NEW_ISSUE June 30, 1948 


600,000 Shares 
The Permanente Metals 
Corporation 


Capital Stock 


(Par Value $1.00 Per Share) 
Price $15 per share 
Copies of the Prospectus may be obtained from any of the several underwriters, 


including the undersigned. only in States in which such underwriters are qualified to 
act as dealers in securities and in which such Prospectus may legally be distributed. 











The First Boston Corporation Dean Witter & Co. 
Blyth & Co., Inc. 
Eastman, Dillon & Co. Schwabacher & Co. White, Weld & Co. 
Central Republic Company Hallgarten & Co. Hemphill, Noyes & Co. 
(Incorporated) 
Paine, Webber, Jackson & Curtis E. H. Rollins & Sons Shields & Company 
Incorporated 























Sugar, an outstanding wartime 
shortage, is once more in ample 
supply with overproduction 
threatening the principal produc- 
ing areas. Canned foods and most 
packaged foods are plentiful with 
price trends henceforth an im- 
portant factor in shaping demand. 

Even machine tool builders, 
apart from makers of special pur- 
pose machinery, recently have hit 
a “dead spot” both in orders and 
inquiries while backlogs have flat- 
tened out surprisingly. A sharp 
drop in export orders was partly 
responsible (pending implementa- 
tion of ECA), but there was also 
a slowing of domestic orders. In 
short, the machine tool industry 
has been far from booming, for 
quite some time; a change for the 
better is seen in the prospect of 
revival of export orders through 
ECA and new domestic orders as 
the new defense program gets 
under way. 

Impact on Retail Trade 

Naturally the return to seasonal 
patterns has its chief impact on 
retail trade which before the war 
followed a well-defined schedule 
with peaks in the spring, in early 
autumn and just before Christ- 
mas. This pattern, it seems, is 
now being restored ; knowing that 
it is normal and seasonal, the re- 
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turn of these ups and downs should 
occasion no particular misgivings. 
There have been other repercus- 
sions, however. The shift from a 
sellers’ to a buyers’ market has 
called for a good deal of revision 
of merchandising policies, includ- 
ing greater accent on seasonal 
merchandising, variation and 
change in pricing policies, the 
paring of profit margins to meet 
greater competition, and adapta- 
tion of inventory policies to the 
new conditions. All of which, de- 
spite frequent complaints by re- 
tailers, reflects no more than a 
return to normal operating condi- 
tions even though it means the end 
of the abnormally favorable and 
profitable merchandising condi- 
tions characteristic of the war 
days and the immediate postwar 
era. 

Return of seasonal patterns in 
individual industries, and _ ulti- 
mately in our economy as a whole, 
thus by no means signifies the end 
of postwar prosperity. For one, 
the seasonal pattern is bound to be 
traced against a much higher level 
than before the war, reflecting our 
broadened economy, our larger 
population, the still sizeable latent 
demand for many things, activa- 
tion of which merely awaits the 
return of lower price levels. A 





characteristic example is electric 
power. Production and consump- 
tion still has its peak in the winter 
and declines in summer, but the 
peaks are higher and seasonal dips 
fall short of the traditional lows. 
Hence it will take some time to 
gain proper perspective as the new 
patterns are being shaped by new 
economic factors. 

The time of course will come 
when, for a while at least, it will 
be difficult to distinguish between 
seasonal sales declines and reces- 
sion. But failure to rebound fully 
from seasonal dips, only partial 
recovery to former levels or no re- 
covery at all when recovery is sea- 
sonally due, will be a sure sign of 
diminishing business vigor. In 
individual instances, when this 
occurs, it will tell the businessman 
that he is either losing out to his 
competitor or that the market for 
his product is weakening or get- 
ting overloaded. It will be a signal 
for appropriate action by adapting 
business policies to the changed 
conditions. 





Who Has the Buying Power 


Today? 


(Continued from page 379) 
incomes of more than $3,000, and 
one out of every four spending 
units with veterans acquired an 
automobile. About one-third of all 
used cars purchased were at least 
12 years old and the average price 
paid for those of all ages was $780. 
In view of these statistics it is not 
surprising that the automobile in- 
dustry is optimistic over sales po- 
tentials. Up to 4.5 million spending 
units planned to buy automobiles 
in 1948, but based upon similar 
estimates early last year and ac- 
tual purchases, at least as many 
cars of all descriptions will change 
hands in the current year as the 
7 million recordded in 1947. What’s 
more, a sizeable proportion of the 
units are prepared to pay higher 
prices if necessary. About three- 
quarters of the prospective buyers 
now own automobiles, about a 
third of them late models. 

The market for furniture, re- 
frigerators and other selected con- 
sumer durables absorbed about $5 
billion of goods in 1947, the me- 
dian expenditure being $200. Dis- 
tribution of purchasing in this 
category was naturally much more 
widespread than in the case of 
automobiles, and about half of the 
buyers had incomes of less than 
$3,000, though the amounts they 
spent were less than in the higher 
income groups. Twice as many 
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spending units bought furniture 
in 1947 compared with the num- 
ber of announced expectancies, 
and purchases of radios were three 
times higher than earlier plans in- 
dicated. Although a largey per- 
centage of units in the higher in- 
come brackets this year expect to 
buy selected durables, units with 
lower incomes are less optimistic. 
But on balance it seems pretty 
clear that aggregate purchases in 
1948 will equal if not exceed the 
figures of 1947 and this of course 
is highly promising for business. 

Some 2.2 million spending units, 
of which about 40% were veterans, 
bought houses in 1947 at a total 
outlay of $15 billion or an average 
of $7,000 per dwelling. About 
700,000 of the houses purchased 
were new, with a median price of 
around $8,000. Rising construction 
costs seem to have shut many 
spending units with income of less 
than $2,000 out of the market now, 
but more than one million units 
with larger incomes intend to buy 
new homes. 

This conservative estimate ex- 
ceeds the number of new houses 
completed in 1947 as well as the 
number scheduled for this year. 
About half of the prospective buy- 
ers appear to be willing to pay 
more than $7,500 for their pur- 
chases, with approximately one- 
seventh indicating that they will 
pay at least $12,500. By and large 
these figures support confidence 
for sustained prosperity in the 
building industry during the fore- 
seeable future, as actual purchases 
of houses are apt to exceed early 
planning by a wide margin, pro- 
vided they become available. 

Recourse to instalment credit on 
an expanding scale in 1947 sup- 
plemented the generally higher 
level of personal incomes in main- 
taining purchases at a _ record 
level. About 9 million spending 
units turned to the banks and fin- 
ance companies in 1947 to imple- 
ment their buying programs. It is 
interesting to note, though, that 
about two-thirds of automobile 
buyers paid cash in full upon de- 
livery, and that prospective pur- 
chasers of both cars and other se- 
lected durable goods indicate that 
no greater proportion of financing 
will be required in their 1948 pur- 
chases. But as more buyers enter 
the markets in the current year, 
encouraged by third round wage 
boosts, total outstanding instal- 
ment debt is bound to rise substan- 
tially. 

In summary, the extensive gains 
in personal incomes have been so 
JULY 
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We've outgrown the old size, too 


The telephone facilities that seemed 
big enough before the war are not 


nearly big enough for now. So we’ve- 


been hard at work on our biggest 
expansion program. 

Just in the past year, we started 
work on 1500 new telephone build- 
ings or additions to present buildings. 
In the three years since the war, 
we’ve added nearly 9,000,000 new 
Bell telephones. And still more are 
needed! 


It shows how the Telephone Com- 
pany must keep growing to meet your 
needs. To serve a nation like ours, the 
Bell System can never be too big. 

We’re going full speed ahead with 
this expansion program so that every- 
body, everywhere, can have more 
and better telephone service than 
ever before. 


BELL TELEPHONE SYSTEM 








they hardly imply danger to the 
stability of the economy. From a 
constructive angle, it appears cer- 
tain that producers of durables 
should experience little if any let- 
up in the demand for their goods 
in the current year, although out- 
put in some lines may have been 
increased to over-ample propor- 
tions. That is another matter. But 
well sustained demand for auto- 
mobiles and other consumer dur- 


ables, as clearly implied by this 
survey, points strongly to the 
prospect that our economy can 
continue not only at an even keel 
but at prosperous levels as well. 
The important fact brought out 
was that the rise in incomes was 
accompanied by a general move- 
ment by spending units into high- 
er income brackets. While the re- 
sult of inflation, it nevertheless 
points to the absence of any 
strongly unsettling element on 


409 














M ¥ CHECK THESE 


\ STOCKS Now! 
{ 


Am. Tel. & Tel. Penna. R. R. 
Atch. Top. & S. F. Radio Corp. 
Comm. Ed., Chi. Safeway Stores 
Cons. Ed., N. Y. Sinclair Oil 
Gen. Electric Socony Vac. Oil 
So. Cal. Edison 


Southern Pacific 
Stand. Oil, Cal. 


i Gen. Motors 
i Gen. Telephone 
Stand. Oil, Ind. 


Kennecott Copper 

Kern County Land 

Loew’s, Inc. Stand. Oil, N. J. 
\ Pac. Gas & Elect. Texas Co. 
\ Paramount Pictures U. S. Steel 


Babson’s opinion on these stocks 
may save you losses. Simply 
check those you own, or list 7 
D others you own, and mail this ad 
to us. We will tell you if clients 
; have been advised to Hold or 
Switch them. 


No cost or obligation. 
; Write Dept. M-65 


BABSON’S REPORTS 


Wellesley Hills 82, Mass. 











DE SOTO 
CHRYSLER 


PLYMOUTH 
DODGE 


YOU GET THE GOOD THINGS FIRST FROM CHRYSLER CORPORATION 











DIVIDEND ON 
COMMON STOCK 


The Directors of Chrysler Corporation 
have declared a quarterly dividend 
of one dollar ($1.00) per share on 
the outstanding common stock, pay- 
able September 14, 1948, to stock- 
holders of record at the close of 
business August 16, 1948. 


B. E. HUTCHINSON 
Chairman, Finance Committee 

















(y DIVIDEND NOTICES 
D 


EBENTURE: The regular quarterly 
dividend of $2.00 per share on the De- 
benture Stock will be paid Aug. 2, 1948, 
to stockholders of record July 26, 1948. 
*A”COMMON and VOTING COM.- 
MON: A quarterly dividend of 20 cents 
per share on the “A” Common and Vot- 
ing Common Stocks will be paid Aug. 
16, 1948, to stockholders of record 
July 26, 1948. 

A. B. Newhall, Treasurer 


Dewnioon Manufachuing So. 


Framingham, Mass. 


















FINANCIAL PRINTING 
UNITED SERVICE PRINTING CORP. 


17 Vandewater St. * BE 3-0427 + New York 7, N. Y. 
SERVING WALL STREET SINCE 1919 


| ONE-TIME CARBON FORMS 













that particular score, meaning no 
severe unbalance in income dis- 
tribution. 





Canada— 
Cur .omer and Competitor 





(Continued from page 385) 


be no difficulty in meeting it. In 
the first place, Canada is ex- 
pected aghin to earn several hun- 
dred million dollars in gold and 
convertible exchange. Then, in 
addition, she can apparently 
count on getting at least $500 mil- 
lion from the Economic Cooper- 
ation . Administration. Through 
June 20, the ERP commitments 
were reported at $609 million. Of 
this amount some $130 million 
are being allocated for the pur- 
chast of Canadian foodstuffs, 
metals, and other goods, princi- 
pally for British account. 

Hence as the situation is shap- 
ing up this year, it may be un- 
necessary for Canada to fall back 
on her gold and U. S. dollar re- 
serves. On the contrary, they are 
more likely to be added to. This in 
fact has already happened, as was 
pointed out earlier. However, a 
part of the $267 million increase 
since the middle of December 
1947 may have been accounted for 
by the withdrawal of dollars from 
the $300 million Export-Import 
Bank credit. 

In short, Canada’s U. S. dollar 
shortage problem will be less 
acute this year and probably also 
the next year. But we do not look 
for any removal of Canadian re- 
striction on imports from the 
United States, or even for their 
appreciable relaxation, for the 
simple reason that we agree with 
the Toronto Financial Post an- 
alysis that the ECA will ease but 
not solve the U. S. dollar famine. 
It is not at all unlikely that the 
ECA purchases of some of the 
Canadian export articles, such as 
wheat, will fall off, once Europe 
becomes more self-sufficient. Then 
Canada will have to start export- 
ing them again for inconvertible 
currencies. 

The only permanent solution 
of Canada’s problem is the re- 
sumption of free convertibility of 
currencies, such as the pound 
sterling, and the return to the old 
triangular trade pattern. Pend- 
ing such a solution, Canada must 
attempt the second best: Try to 
balance her payments with the 
U. S. dollar area on one hand, 
and put her trade with other 
countries on a more or less bi- 





lateral basis. The Canadians are 
not keen to do this because such 
a solution is more likely to result 
in contraction of their overall 
trade rather than in expansion. 
Moreover, to shift purchases or 
sales from one market to another 
is easier said than done. There is 
strong preference in Canada, 
among the individual consumers 
as well as among the industries, 
for American goods, which it will 
be difficult to overcome. 





Productive Capacity 
vs. Sales and Profits 





(Continued from page 388) 
largely completed. As matters 
now stand, the only major pro- 
jects still unfinished are a huge 
new research laboratory and fa- 
cilities to produce steam turbines 
and electric generators. 

It is interesting to note that 
whereas General Electric’s sales 
expanded by 75% and its net 
earnings by 112% in 1947 com- 
pared with 1946, these gains were 
by no means comparable to those 
for net property in the same 
period. This is understandable, 
partly due to the non-completion 
of various new projects and part- 
ly due to large sums spent for re- 
search facilities that for some 
time to come may not directly 
stimulate sales. Volume of the 
company in the March quarter 
showed a sharp uptrend com- 
pared with the 1947 relative peri- 
od, and net earnings, too, reg- 
istered an advancing trend. If 
General Electric numbers among 
those companies that expect a 
return of, say 8% on additional 
property investments, the large 
amounts spent in 1946-47 should 
theoretically swell net income by 
about $16 million annually, given 
time and stable operations. This 
would roughly equal about 50 
cents per share on the outstand- 
ing common shares; actual post- 
war earnings progress has been 
far more impressive. 

Additions to and replacements 
of productive facilities by Johns- 
Manville Corporation in the last 
two years amounted to about 
$34.8 million, not including the 
acquisition of two concerns. Many 
projects in an extensive expan- 
sion, cost reduction and replace- 
ment program started soon after 
the end of the war have lately 
been completed, thus benefitting 
the company’s volume and earn- 
ings as well as lending promise to 
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Investment Program 
= Provided by THE FORECAST 
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In this major market upturn when the investment action 
you take is vital to preserving and building capital and 
income .. . we suggest that you turn to THE ForEcAsT 
just as you would consult your lawyer, doctor, architect, 
etc., for professional advice. FoRECAST SERVICE will pro- 
vide you with the essentials you need in conducting a 
sound investment program. 


1. When to Buy and When fo Sell 


Our weekly market forecast . . . with chart of daily 
action . . . projects the trends and basic forces at work. 
Definite market advice is then 


3. Programs Fitted to Your Needs 


Securities selected are carried under our continuous 
supervision in specialized programs suited to your capi- 
tal, wishes and objectives. There are three programs: (a) 
Stressing Security of Principal and Assured Income— 
with Appreciation; (b) Dynamic Securities for Capital 
Building with Higher Dividend Potentials; (c) Low- 
Priced Opportunities for Large Percentage Profits. Each 
program comprises a fixed number of securities and it is 
our aim to have you contract or expand your position as 
we anticipate pronounced market weakness or strength. 

Sound selection and proper tim- 





given which you can apply to 


ing keynote FoRECAST SERVICE. 





your independent holdings and 
to our recommendations. In- 
cluded . . . with graphs... . 
are Dow Theory Interpreta- 
tions of Major and Intermedi- 
ate Trends; also of our special 
Market - Support Indicator 
measuring supply and demand. 
The latter warned of the 1946 
break six weeks ahead . .. and 
has gauged the movements of 
1947-1948 with high accuracy. 


market rise . 








2. Definite Advices on Intrin- 


1235/s Points Profit 
—25/s Points Loss 


HIS is the record of the profits made available 
to Forecast Subscribers through our accuracy 
in gauging the initial upsurge of this major 
. . through our recommendations of 
securities for substantial profits and high yields. 


As a subscriber, you would have the assurance of 
knowing that we will advise you what stocks to 
buy to profit as the upturn progresses .. . keep- 
ing all selections under our continuous supervision. 


4. Continuous Consultation 


You are welcome to consult us 
... by mail or by wire... on 
securities in which you are in- 
terested . . . as many as 12 at 
a time ... to place and main- 
tain your portfolio on a sound 
basis. We will advise you what 
to hold .. . switch . . . or close 
out. 


A Plus Service . . . These con 














sically Sound Issues 


All recommendations must meet our rigid evaluating 
factors in regard to: (a) Industrial Position and Poten- 
tials; (b) Financial Strength; (c) Proven Earning 
Power; (d) Good Yields Amply Supported by Earnings. 
Of course, special situations are advised with emphasis 
chiefly on price appreciation. Technical as well as funda- 
mental factors are carefully considered as it is our stead- 
fast policy to have you strategically time your commit- 
ments. This overall analysis is fully applied to all 


sultation privileges alene can be 
worth hundreds and thousands of 
dollars to you in concentrating in profit leaders . . . in 
stable investment situations . . . in avoiding laggards... 
in keeping your position adjusted to the market’s out- 
look. 


Enroll NOW to receive our definite recommendations of 
“Dynamic Securities To Be Bought on Recessions” and 
our new selections as uncovered. At this time, you also 
have the advantage of our Special Offer of Free Service 


























selections . . . bonds and preferreds as well as to August 15, 1948. 
common stocks. 
aS or FREE SERVICE TO AUGUST 15, 1948 ae 
Scat O 
poe Yer | THE INVESTMENT AND BUSINESS FORECAST ! 
} of The Magazine of Wall Street, 90 Broad Street, New York 4, N. Y. 1 
j Y. / ! I enclose [] $50 for 6 months’ subscription; [] $75 for a year’s subscription. 1 
” wes | (Service to start at once but date from August 15, 1948) ! 
M 1.00 PR oo ee i ee eee in anticipation of 
, : ib: . 3 - elegraph ‘me 1 : 
ae $50 ore rea 8 xg a and Canada ths important market mea CO 
elivery: c six months; 
| $7.00 one year. | 
MONTHS’ | Name I 
12 SERVICE $75 ' | 
‘ | Address H 
Complete service will start at | 1 
once but date from August 15 | City State . | 
Subscriptions to The Forecast | Your subscription shall not be assigned at List up to 12 of your securities for our i 
are deductible for tax purposes. adhe noe «ull» ot ing ne 
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near term operational results. A 
sales gain of 126% in 1947, to be 
sure, was partially accounted for 
by an uptrend in prices, though 
larger unit output was at least 
equally responsible. As for net 
earnings, a rise from $1.97 per 
share in 1946 to $3.18 in 1947 
attests to the advantage gained 
by increased productivity, while 
net earnings of 77 cents per share 
in the seasonably dull first quar- 
ter of 1948 indicates that further 
improvement may be in sight. 


The Oil Industry 


Net gains in property account 
by concerns in the oil group are 
usually restricted by heavy 
charges for depletion. Atlantic 
Refining, for example, shows a 
net advance of only 17% in this 
respect for the last two years. 
Yet sales advanced 40% and net 
earnings 64% because of in- 
creased output and a rise in 
prices. In other words, volume 
rose to $320 million in 1947 com- 
pared with $229 million in 1946, 
partially because of capital ex- 
penditures of $38.8 million last 
year that substantially increased 
both output of crude and refinery 
products. Though 1947 net earn- 
ings of $5.35 per share were much 
larger than the $3.26 reported for 
1946, the uptrend seems to have 
lost little momentum, for in the 
March quarter per share earnings 
came to $2.89, an annual rate of 
more than $11. 

At the beginning of the cur- 
rent year, Worthington Pump and 
Machinery Corporation had _ in- 
creased the net book value of its 
fixed assets by 73% during a two- 
year period. The amount of funds 
spent to achieve this impressive 
gain, however, was fairly moder- 
ate at $5.7 million. Last year’s 
production was substantially 
sweeled through the use of new 
facilities and volume soared to an 
historic peacetime peak of $84.9 
million, 42% higher than in 1946. 
Net earnings rose 66% in 1947 by 
reaching $5.86 per share and in 
the late March quarter were run- 
ning at an annual rate of $5.36. 
Backlog orders of this concern 
increased faster than billings for 
many months past and would 
have climbed even more steeply 
had not additional facilities 
served to increase capacity out- 
put. During the balance of 1948 
and probably through 1949, sales 
and net earnings of this concern 
should reflect the advantages 
gained by wisely expanded plant. 

In no industrial field has the 


412 


introduction of numerous new 
products made the construction 
of additional plants more neces- 
sary than among chemical manu- 
facturers. The tremendous de- 
mand for standard chemicals of 
every kind has sorely taxed the 
productive facilities of many of 
the leading concerns, stimulating 
new construction on a large scale. 
Allied Chemical & Dye Corpora- 
tion, as our table shows, has in- 
creased its net property account 
by 112% in the space of two 
years, gross’ additions last year 
alone aggregating $41.3 million 
and retirements about $4.5 mil- 
lion. Even greater sums for this 
purpose were spent by Union Car- 
bide & Carbon Corporation since 
1945, gross additions totalling 
$153.9 million, of which $104.2 
million was accounted for in 1947 
alone. What’s more, this concern 
plans to spend about an equal 
sum in the current year for 
further expansion. Union Car- 
bide tells its stockholders that 
without this high rate of expan- 
sion in all of its divisions, it 
would have been impossible to 
push sales to a record peak of 
$521 million last year. 

In studying the percentage 
gains of sales and net earnings of 
these two chemical companies in 
relation to those of additional 
plant capacity, it is very evident 
that they were much smaller pro- 
portionately. This same thing ap- 
plies to practically all of the con- 
cerns on our tabulation. But the 
major significance of this lies in 
future potentials, in looking 
ahead to the time when the ex- 
panion programs have been fully 
completed, and the new factories 
and modernized equipment are 
turning out a flood of products to 
swell sales and earnings. Pro- 
vided the various managements 
have been right in assuming that 
there will be ready takers of their 
enlarged output, the return on the 
sizeable capital invested should 
impressively add to per share 
earnings in the long run. 





Inflation on the Move 





(Continued from page 374) 
benefits will quickly be wiped out 
by higher prices, and the econ- 
omy as a whole will be no better 
off. But a firmer stand against 
labor pressure can be of little 
avail without at the same time at- 
tacking the basic causes of infla- 
tion, much of them rooted in 





Government policies of spending, 
lending and guaranteeing. 

Take our housing boom, no 
small contributor to postwar in- 
flation. It has been fostered not 
alone by urgent demand for hous- 
ing but prominently also by Gov- 
ernment policies assuring easy 
mortgage credit as outlined else- 
where in this issue. Mortgage 
credit generally now will be made 
less easy by failure of Congress 
to continue the broad provisions 
of the Housing Act, but the new 
provisions affecting GI housing, 
according to some interpreters, 
will make possible the virtual 
monetization of up to $850 mil- 
lion of GI mortgages by author- 
izing the RFC to furnish ‘“sec- 
ondary mortgage money.” 


Promotes Inflation 


Measures of this type are 
hardly apt to abate inflation, they 
promote it. So does unnecessary 
and excessive Government spend- 
ing; yet both political parties so 
far have lacked the courage to 
adopt the safest of all inflation 
curbs, reduction of Government 
expenditures, lest they alienate 
the voters of important pressure 
groups. Our agricultural support 
program with its higher support 
prices this year is an excellent 
example. It hits us as taxpayers 
and consumers, it keeps food prices 
high, it is, in short, inflationary, 
costly and at the present juncture 
wholly unnecessary. 

As price inflation continues, 
however, up go Government ex- 
penditures of every type includ- 
ing the cost of rearmament, and 
down goes the effective value of 
ERP help and similar steps. For 
the greater the depreciation of 
the dollar’s purchasing power, the 
less the effective assistance possi- 
ble by any given amount of funds, 
the less preparedness we can buy 
with any set amount of appropri- 
ations. Inflation either partly de- 
feats the purpose of such pro- 
grams, or renders them vastly 
more expensive. Which in turn 
calls for new funds, for higher 
taxes, for more inflation. 

The problem is not an easy one, 
nor is it capable of quick solu- 
tion. Above all, its basic causes 
must be understood and acknowl- 
edged before proper action can 
be taken. And that includes 
neither a third round nor .a 
fourth. Rather it requires the 
courage to stop at one point, and 
then attack the roots instead 
merely the symptoms of the evil. 
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The charm of superb cabinetry, the incomparable tone of a fine 


instrument ... these are hallmarks of the magnificent Magnavox 


radio-phonograph. To hear Magnavox is to know listening pleasure; 


to Own it is to command rare and lasting musical enjoyment. 


See and hear Magnavox in America’s fine stores. Compare it for 
beauty, performance.. value. You'll want a Magnavox. 
The Magnavox Company, Fort Wayne 4, Indiana. 
Illustrated. THE MAYEFAIk Modern simplicity in perfect 


taste. Available in white oak or mahogany. Setting 


a new standard of value at $219 50 
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RADIO PHONOGRAPH 


The Gymlol of Quality tn Radio 


—dsince 1915 
Mustravox Sound Stidefilm Equipment 
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